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Dear Partners, 

The usual course of action is for the chairman to start the 
annual letter with a statement about all the progress the 
company has made the past year. While 2001 was 
definitely a winning year, I'm going to start by 
making a point we think is even more important. 

DEFINING &EALITY Stepping back, even 
our toughest critics would give us credit for our 
marketing and product innovation. However, I want you 
to know that we don't think we're nearly as good as we 
should be at doing what matters most in our industry: running 
great restaurants and making our customers happy. 

If you were to look at our customer survey numbers, you 
would see we rank in the middle to bottom tier on the basics, and last in 
the attitude we convey regarding our commitment to customer satis¬ 
faction. This is unacceptable and as you'll read in this report, we are 
bound and determined to do something about it. We began 
making improvements in 2001 and we will not rest until we are 
ranked number one by our customers. 

Despite this significant opportunity, anyway you look at it, 
we've made a ton of progress since we became a public 
company in October 1997. We've more than doubled our 
ongoing operating earnings per share and increased our 
ongoing operating profit at a 7% compound growth 
rate. We've grown system sales 9% and opened 
over 5,200 new restaurants, excluding license 
restaurants, around the world. We also accom¬ 
plished this while dramatically improving our 
returns by refranchising, or selling, about 
3,800 restaurants to our franchisees. 

In 2001, we achieved our full year 
ongoing operating earnings per share target by 
turning in $3.21 per share in a very challenging 
operating environment. When you look at our financials, 
you'll see all the numbers that should be going up are, in fact, 
going up, and all the numbers that should be going down are going 














Tlh« ririt fttop on th« journey to TUMI 
itarts with iTfiinhng our'^S.OOO team 
memberi wor|4w3de to k» Cuilomcr 
Man4ac« by ejcecuting 100% CHAMPS 
with » V£S^ attttudo. 


down. Our international development machine 
continues to hum — we're pleased to report we set a 
new record by opening 1,041 new restaurants, 
excluding license units, outside the United States. And, 
as you'll see from the reports from our company presi¬ 
dents, there's no question the U.S. brands are in much 
better shape than a year ago. Most importantly, the new 
management teams we put in place in 2000 have gener¬ 
ated significant same store sales momentum at both KFC 
and Taco Bell. As a result, Tricon shareholders enjoyed a 
49% increase in the price of their shares in 2001. 

Just think what we will do when we simply do 
a better job running great restaurants and making our 
customers happy. 

THE JOUdNEY: CUSTOMER MANIA We want 
Taco Bell, Pizza Hut and KFC competing with each other 
for the number one spots for Cleanliness, Hospitality, 
Accuracy, Maintenance, Product Quality and Speed — 
what we call CHAMPS and what we've built our global 
operating platform around. And just as importantly, we 
want our brands demonstrating to our customers that 
no one is more passionate about satisfying their needs 
with what we call the "YES" attitude. 

So we're on a journey to make Customer Mania 
a reality in every one of our over 30,000 restaurants. 

This year our task is to begin training our 
72 5,000 team members worldwide on how to be 
Customer Maniacs by executing 100% CHAMPS with a 
YES! 100% of the time. We plan to execute this training 
each quarter and keep it fresh year after year. Our inten¬ 
tion is for our Customer Mania training to be our equiv¬ 
alent to General Electric's long term commitment and 
focus on Six Sigma quality improvements. We're putting 
process and discipline around what really matters — 
everything related to customer satisfaction. 


Customer Mania is not just a catchy slogan. 
We're making it a way of life from here on out. 

TEACHING LIFE SKILLS We're teaching our 
front line team members the life skills that will make 
them successful in whatever they decide to do — skills 
like how to listen to the voice of the customer, how to be 
empathetic to customer needs, how to exceed exoecta- 
tions within reason, and how to recover when we make 
a mistake because mistakes do happen. We're empow¬ 
ering our team members to solve customer issues on the 
spot Without turning to their restaurant managers. And 
we believe, by staying after this day after day, year after 
year, we will ultimately become the very best in our 
business at providing consistently good service. 

This Customer Mania focus will allow us to 
capitalize on the two major growth opportunities that 
make Tricon a great long term investment; driving 
average unit volumes and opening new restaurants of 
our leading brands BOTH internationally and in the 
United States. Let me dimensionalize these opportuni¬ 
ties that have us so excited about our future. 

DflIVIHG GLOBAL EXPANSION We are confi¬ 
dent we can continue to drive international expansion 
because we clearly have the operational scale and 
people capability to execute. These are always the 
biggest challenges to building a business outside the 
United States. In fact, Tricon and McDonald's are the 
only true global restaurant companies with any signifi¬ 
cant size. Through a lot of hard work and years of 
investment, we now have a very experienced team of 
talented international executives and 560 franchisees. 
This team is generating over $300 million dollars m 
ongoing operating profit in over 100 countries and terri¬ 
tories. 
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Consider this. Back in 
1992, McDonald's had a little over 
4,000 international restaurants — today, they have 
nearly 16,000! When you look at Tricon today, we have 
over 10,000 international restaurants with two global 
brands — more than 6,000 KFC's and over 4,000 Pizza 
Huts. We're committed to doubling our business in the 
next eight to ten years by growing at a clip of 1,000+ 
new restaurants a year. We're focusing our operations 
in 7 countries which accounted for over 70% of our 
ongoing operating profit in 2001 and we also have our 
franchise and joint-venture partners driving growth by 
opening nearly 70% of our new restaurants 

China is our shining star with 
approximately 550 KFCs and 65 Pizza 
Huts. We now have restaurants in 
every province but Tibet, so we are in 
position to serve 1.3 billion cus¬ 
tomers. KFC is ranked the number one 
brand by Chinese customers, ahead of 
Nike, Coke, Pepsi and McDonald's. One 
day I am certain we will have more KFC's 
in China than we do in the U.S. The 
opportunities we have in Mexico, Korea, 
the United Kingdom and continental Europe are also 
obvious and within our capability. You can expect us to 
grow our international profits in the mid teen rates for 
years to come. 

ACCELEHATING U.S. GROWTH We will also 
accelerate U.S. growth. This is a tougher task because 
the U.S. market is more mature and more competitive. 
But we know we have underutilized restaurant assets 
and are underpenetrated. 

Our U.S. average unit volumes are only about 
half of McDonald's and believe me, we are not capacity 


In 3001. w* tct« record ~ ~ ~ ^ _ 

by opening 1,041 rents. eMcludlng 

ricente units, outside of the U.S. Fer tefi, 

■wst're celebrating fh* opening ef our SOOtti 
Cwe opaned wr AOOth in 2003) in China, 
end lefl, our TOtti KFC In Beijing. 

constrained. There's no question we are 
capable of generating significantly higher 
sales out of our 20,000 existing restaurants in the U.S. 

What's more, our individual brands only have 
about half of the number of restaurants McDonald's 
has in the United States. Burger King also has 8,000 
units with $1.1 million average unit volumes. In 
comparison. Taco Bell and KFC have over 5,000 restau¬ 
rants, excluding license units. We believe we can 
achieve at least Burger King distribution levels for both 
Taco Bell and KFC. 

Growing the core business is Job #1 for any 
company and it's Job #1 for us. Over the 
past 10 years we've averaged about 
2% same store sales growth, and 
we think we can take our sales to 
higher levels with the one-two 
punch of improved restaurant 
operations and continued marketing 
and product innovation. Our U.S. 
companies are singlemindedly organized to 
get this job done. 

MULTIBRANUING; A BREAKTHROUGH STRATEGY 

More recently, we have identified a breakthrough 
strategy that will transform our U.S. business and drive 
average unit volumes—we call it multibranding. 

One reason McDonald's has $1.6 million average 
unit volumes is they offer the consumer more choices. In 
fact, they offer seven different food types — everything 
from burgers, chicken, fish, and shakes to breakfast. 
This drives sales by broadening consumer appeal. 

However, our Tricon brands focus on one 
category. Pizza Hut has pizza in its name. KFC means 
Kentucky Fried Chicken. Taco Bell means Mexican. And 
every time we've tried to move into new categories. 
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it fails because we stand for just one thing. 

Let's face it, no one is waiting with bated breath for a 
Taco Bell burger or Pizza Hut breakfast. But consumers 
do want more choice, and what we've proven is that 
consumers love the idea of accessing two brands in the 
same restaurant — multibranding. 

Combinations like KFC-Taco Bell and Taco Bell- 
Pizza Hut enable us to add $100,000 to $400,000 per 
unit in annual sales — driving a quantum improvement 
in unit economics. Right now 5% of our assets, over 
1,500 worldwide restaurants, are multibranded, gener¬ 
ating nearly $1.5 billion in annual system sales. 

Given these outstanding results, in addition to 
Tricon brands, our vision is to look for other multibrand 
partners and create our own multibrand concepts. 
Our goal is to ultimately offer two brands in the 
overwhelming majority of our restaurant locations. 
That's why KFC has developed a new concept called 
WingWorks, featuring a wide assortment of flavored 
chicken wings. And that's why we have secured 
licensing agreements with A&W and Long John Silver's 
in 2000 and Backyard Burgers in 2001. 

Because of the significant sales increases we are 
generating with multibranding, we are remodeling our 
existing asset base and achieving great returns. We 
are also opening high-return new restaurants in trade 
areas that used to be too expensive or did not have 
enough population to allow us to go to 
market with one brand. 

We intend for multibranding to 
unlock significant shareholder value for 
years to come, providing a competitive 
advantage that is truly changing the 
shape of our company. 



OUR VISION — TRICON 
GLOBAL TO YtlW! BRANDS It seems like just yesterday 
when we began with three leading brands, or "icons". 
We named the company "Tricon" to reflect that. Now, 
our business has evolved as we multibrand and explore 
other branded partnerships to drive multibranding 
leadership. To this end, on the day this Annual Report is 
going to the printer, we have announced that we have 
signed a definitive agreement to acquire Long John 
Silver's and A&W All-American Food Restaurants, which 
are owned by Yorkshire Global Restaurants. This agree¬ 
ment is subject to regulatory approval and other 
customary closing conditions, and is expected to close by 
the end of May. 

Long John Silver's, with 1,200 U.S. and 25 inter¬ 
national restaurants, is the quick service restaurant 
seafood leader. A&W, with 780 U.S. and 190 interna¬ 
tional restaurants, is an all-American brand with a great 
heritage. It offers pure-beef hamburgers and hot dogs, 
along with its signature root beer float. Together, these 
brands bring nearly $1.1 billion in system sales. 

This acquisition is based on proven Long John 

Silver's and A&W multibrand test results with both KFC 

and Taco Bell. Our customers love the 

combinations and more choices. As a 

result, we have achieved significant 

increases in average unit volumes and profits. 

We're convinced this acquisition strengthens 

our business in every 

Tricon U.S. Average vvay possible, conser- 

Unit volumes vatively more than 

VS. McDonald's 

^ doubling the multi- 

• Pi 22 a Hut branding opportunities 

Taco Bell 

* McDonald's we have in the U.S. 
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Yum! 


Given this exciting news, we're asking our 
shareholders to rename your company Yum! Brands, 
Inc. The name better reflects our future direction and 
reinforces our New York Stock Exchange ticker symbol 
every time you see it. Even more importantly, the name 
highlights the fun of our recognition culture and also 
reinforces our Customer Mania passion to put a Yum on 
our customers' faces all around the world. 

1 hope I've given you a sense of the opportuni¬ 
ties we have in both the United States and international 
markets. As a shareholder, I want you to know the five 
key measures we look at to gauge our performance: 
HOW YOU SHOULD MEASURE US 

1) International Expansion...we want to 
add at least 1,000 new units and 
grow our capability each year. 

2) U.S. Blended Same Store Sales 
Growth...we want to grow our 
same store sales al least 2% per 
year. Looking at our brand sales on a 
blended basis recognizes we are a 
portfolio and have the power of 
diversification. 

3) Multibranding Expansion...we want to add at least 
350 units per year in the U.S. 

4) Franchise Fees...we generate over $800 million in 
franchise fees with minimal capital investment. We 
expect to grow fees 4%-6% each year. 

5) Return on Investment Capital...at 18%, we are a 
leader in the quick service restaurant industry. We 
expect to at least maintain our returns by driving at 
least 15% margins on the stores we own and 
exceeding our cost of capital with our investment. 


By building th« 
capAbiliiy of our people. 
Customer Msnta wilt result 
and the profitability that 
will make Yum! a great 
investment will follow. 


We intend to 
grow our ongoing operating EPS 
at least 10% every year. If we can do better, we will, but 
we're focused on being a company you can count on for 
at least 10% growth on a consistent basis. 

UNMATCHED TALENT Let me close with the 
single most important reason why you should be confi¬ 
dent of your investment in Yum! There is no doubt in 
my mind we have the best talent in the restaurant 
industry — talent that is focused on building one of the 
truly great companies in the world. Our leaders are 
Customer Maniacs, know and drive the business 
and know how to build and align teams. 
Together, we are building a unique 
customer and recognition culture 
that is allowing us to retain and 
recruit the very best. By building the 
capability of our people, Customer 
Mania will result and the profitability 
that will make Yum! a great investment 
will follow. 

I'd like to thank our dedicated team members, 
franchise partners, and outstanding Board of Directors 
for their inspired ideas and commitment to customer 
mania. We're on our way! 

YUM TO YOU! 

D«3vid C, Novak 

Chairman and Chief Executive Officer 












re on a giooai journey 
From Mexico to Miami...from Beijing to 
Bethlehem, PA., to the people, the places and the 
energy that make KFC, Pizza Hut and Taco Bell 
restaurants the most cravable stops on the 
YUM! highway. We've BEGUN a global mission to 
create 725,000 CUSTOMER MANIACS and we're 
training the teams that will SATISFY our 
customers better than anyone else in the world! 
Follow us and meet six Restaurant General 
Managers who are true CUSTOMER MANIACS 
and are OBSESSED with going the extra mile for 
their customers, every day. 












V yherev er in the world you are* you'll find there's a CUSTOMER 
lil|PI|||pEVOLI||||^IO^ taking place. We've begun to drive our 
Custdlrner Mania obsession deep to our restaurant teams and 
operating systems through 100% CHAMPS with a YES! — our 
signature program of Customer Mania training and employee 
recognition. Customer Mania = 1007o CHAMPS with a “YES!" 


TACO 




Terry Auld 

Pizza Hut of Ft, Wayne, Inc., Ft. Wayne, IN 
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!00% CHAMPS with a YesE Is 
an all-out effort to meet and 
exceed customer expects- 
Hont. tt's a maniacal focus 
on running great rcstaufants. 
Ifs about leading^ flfitening.p _ 
caring and responding 
I to our Customers' 
needs. It's the smile on 
our face, the cheer In 
our voiett Hie altitude 
and willingness to do 
whatever It takes to 
make our customers 
happy. 
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Tlis restaurant sparkles. That's because 
Franchise RGM Terry Auld treats his cus¬ 
tomers as he would a guest in his own home. 
This 26-year veteran inspires his team to put 
the customer first, always. That's why they're 
the #1 CHAMPS restaurant with the second 
highest same store sales growth In the Pizza 
Hut system! Now that's Customer Mania! 































H I You always fed 
£ Welcomed when 
Fernando Rocha 
Lopez greets'you 
at his KFC restaurantlrr ^ ^ 
Juarez Humboldt* Mexico. 
Fernando knows that a 
broad smile and a YES! 
attitude creates a happy, 
hospitable environment. 
Fernando inspires his team 
to give great customer 
service through regular 
“team together” meetings 
where he recognizes 
CHAMPS wins, talks about 
ways to improve service 
and teaches others to be 
mentors* too. 

Fernando Rocha Lopez 

KFC, Juarez Humboldt, Mexico 
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Right the first time — every ^ ^ 
time. ROM Chris Aviia coaches 
his team to pay close attention to 
their customers, listen and give them 
exactly what they want. His team has 
had over 20 perfect 100% CHAMPS 
scores in Accuracy (and the same in 
Speed of Service!). Thafs over a year 
of perfectly accurate service — fast. 

Chris Avila 

Taco Bell, Benaenville, IL 
















Ifs providing great custo 
a YES* attitude. 
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Maniacs 


The journey to YUM has begun! WeVe on our way to creating 
725tOOO around the globe dedicated 

to one thing: putting a smile on our customers* faces. We're 
training our teams to solve issues on the spot. We're teaching 
them how to listen, be empatt|^^, and exceed expectations. 

100% of the time — with 


n-year veteran, Steve Morozek 
knows keeping his restaurant well- 
maintained and his equipment 
fine-tuned means perfect pizzas 
every time. And his customers 
noticed. Steve has increased sales 
by 50% In four years and Is the 
second highest CHAMPS store 
(with the most 700% scores) in 
the Pizza Hut system. Now that's 
a YES! attitude. 


Franchise RGM Gary Reiner 
delivers Hot Fresh food, 
every hour, every day. This 
16-ycar veteran knows what 
his customers want and 
empowers his team to 
deliver — and It shows. 
They’ve had 19 perfect 
100% CHAMPS scores, 
making them the #1 
CHAMPS performer in the 
KFC system! 


Gary Reiner 

KFC, T.R. and J., Inc 


Bethlehem, PA 



















RGM Angella Mahbeer knows that 
filling orders quickly and accurately 
guarantees repeat business. It must be 
working because her store has 
increased its* sales and received the highest 
CHAMPS evaluation in the Taco Bell system! 
Angella works alongside her team to ensure 
that her customers get fresh* delicious 
food — lightning fast! 


Angella Mahbeer 

Taco Bell. MfannE, Ft 












Whafs in a YES! attitude^ ifs slyfng **Y£5< my are 

Important to mef* “YES! my customers are my job!” “YES! I can 
solv^dny issue you have!” Customer Mania is not just an idea, 
ifs a mindset, a way of Being. Ifs about thinking like our 
customers and winning, tfteir loyalty^ Ifs being totaliy 
passionate about customer satisfaction... completely focused 
on ^uttinlf a YUM on our customers* faces. We're working hard 
to deliver great customer service 100% of the time and It may 
be a long journey, but we're on bur w^'^^nd we hope you'll 
have one woVd to describe It — YUM! 


'I crave Taco Bell all of the time. \ * 


E Four Pizza Hut fans In Seoul, 
Korea-sayr ‘^WeJovs Exti^ma! 
toppings" as they enjoy cheesy' 
slices of our signature product. 
Stuffed Crust Pizza. Now thafs 
■I extreme YUMi 


love the new Chicken y 

Ouesadillas. They're cheesy and 
delicious — and a great value.^ 
All of my friends and I stop into 
Taco Bell for a quick bite, / 
whether at lunch, dinner or in 
bctwee/^!" 

Zeid Ri^ani, 

seen her^ centert 
with friends 
Phil M^gvran and 
Dave Turner 



















ATUNIft 


The best thing about 
having my fifth birthday 
party at Pizza Hut is the 
pepperoni pizzai YUM! I 
think pizza is my favorite 
food. I like to pull the 
cheese with my teeth. I 
ask my mom and dad all 
the time if I can eat at 
Pizza Hut — every day." 


Matthew McGrath 

5 years old 


We grew up eating KFC and we likd^that 
our kids enjoy it too. With both of usn 
working, it's not always easy to come ^ 
home and prepare a meal that m 

everyone will cat. KFC is conve- * 
niently located for us, and we can 
get a complete, nutritious meal — \ 

hot and fresh!" ^ 


The Hill Family 

Melody, Aorort, and children Jaalam. 4, and Lyric, 2 V 
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International System 
Sales by Brand 


# KFC 65 % 

# Piz/a Hut 33% 
Taco Bell 3% 
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HERE WE GROW AGAIN 


TI^ICON RESTAURANTS INTERNATIONAL From 



Flong Kong to Malaysia, a Customer Mania revolution is 
taking hold — driving customer loyalty and differentiating 
the brands through 100% CHAMPS with a YES! And 
there's one thing for certain — this maniacal focus on the 
customer is driving global growth — growth in sales, 
growth in profits and growth in new units. We're certain 
that's the same word we'll be using to describe our inter¬ 
national business from here on out, since expanding our 
global business is one of Tricon's key growth strategies. 
In 2001, system sales grew 9 percent and 
ongoing operating profit rose 12 percent on a 
comparable 52-week basis, excluding foreign 
currency conversion. Most notably, we achieved 
significant local currency ongoing operating 
profit growth in key businesses, including 
Greater China (up 39 percent), the 
United Kingdom (up 33 percent), 
Korea (up 20 percent) and our Asia 
franchise businesses (up 32%). We 
also grew our international presence by 
adding more than 1,000 new units 
globally, mostly with our franchisees. That's 
almost three new restaurants opening somewhere 
outside of the U.S. every day of the year — marking our 
second year in a row of record new store openings. 

In fact, in China, our fastest growing and most 
profitable country outside the U.S., we opened our 
500th KFC and 60th Pizza Hut restaurant in 2001. Our 
China business volumes and margins continue to be off 
the charts, and KFC has been rated the number one 
brand in the entire countryl In 2001, between KFC and 


Pizza Hut, we built almost 100 new units in the UK and 
over 80 new units in Korea, where we have the best 
Pizza Hut business in the world. 

We also had big wins with new product launches 
last year, such as the Tempura Twister in Japan, and 
Satay Twister in Australia. New promotions, such as 
the "Hot & On Time or 
It's Free" guarantees in 
Australia and Korea, 
and the introduction 
of the Colonel's famous 
KFC bucket in China 
have added to our 
revenue grovrth. 

There's no doubt 
— our team's focus on 
Customer Mania is the 
fuel that has made this 
growth possible. We've 
launched the rollout of 

our quarterly Customer Mania training in all of our key 
markets. It's our commitment to build an operating 
culture based on 100% CHAMPS with a YES! attitude 
and a system that earns customer smiles with more 
value, improved service and better facilities. 

WeVe seen four straight years of growth in local 
currency system sales, profit and development. With the 
breadth and depth of our leadership, a great relationship 
with our franchisees, plans for more than 1,000 new 
unit openings in 2002, and customer satisfaction 
foremost on our minds, we're confident TRI is headed 
for much more growth and success in the future. 
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Bvlowt KFC has 
mpondcd to customsr ^ 
needt bjr dcvtlopln 9 *vtenu 
it*m« that adapt to ■ portabit, on* 
tho-po Boctety and consomars' 
ehanQlng taatoa. Selew right: To fortify 
ttw “**l at home" «Kparl*nc«, KFC 
will b« serving new plefedt 
Individual meals with dividers to ^ 
^ keep food separated. 


1 ^ ' Popular menu Items 

r like Popcorn Chicken, meet - 
our cvatomers’ on<the*go needs. 
When our cuatomers totd us they 
wanted ut to return Pofworn Chicken 
to our menu In 2001. we llatentd. In 
turn, our customers geve KFC an 
aH*tlffle reeerd'hlgh week 
^ of Mlea! 











CUiTDMER 

MAUIA 



Chicken QSR Sales 

• Kf=C 46% 

• 1 I 
Scwlcin Meikyl 9% 

• Church's ?% 

• BoiaiKiles 3% 

V PyqiD/iflls 15“^. 

• IndepL+rVJOn ts 9% 



THERE'S FAST FOOD. 
THEN THERE'S KFC. 


KFC In 2001, KFC delivered a 3 percent improvement 
in same store sales and returned our chicken-on-the’ 
bone core business to a strong position while 
significantly growing market share in the on-the’qo 
segments — chicken strips, sandwiches and wings. Our 
biggest hit was our incredibly popular Popcorn Chicken. 
Now, we're ready to take KFC to the next level! 

Our blueprint for the future is to differentiate our 
brand in everything we do. "There's Fast Food. Then 
There's KFC!" is our new mantra, introduced in a bold 
new marketing campaign this past year by Jason 
Alexander, our spokesperson, Jason tells it like it is: KFC 
doesn't offer the usual bland, processed fast food fare 
of our competitors. KFC is a timeless, trusted brand that 
stands for uniaue recipes, quality ingredients, fresh 
preparation and tender cooking. It's aboul homestyle 
meals, competitive value, friendly service — everything 
our customers look for in a quick service restaurant. 

When people think of our brand, they know they 
can count on our quality promise, now more than ever. 
In 2001, KFC zoned in on the "P" in CHAMPS - Product 
Quality — launching “Hot 8i Fresh," our renewed 
commitment to improve the freshness, flavor and hot 
temperatures of our food — from kitchen to counter. 
This quality promise, originally made by Colonel 
Sanders, is kept by every restaurant operator today — 
with every customer and every meal served. Now that's 
100% Customer Mania with a YES! 


But that's not all We're also set on growing our 
brand's reputation by growing our asset base, in 200C 
multibranding has been a key qrowTh driver. lodaVi we 
have over 600 multibr^inded stores, convemer’idy 
offering KFC and Taco Bell under one roof. At hie same 
time, we're stepping up multibrand units al KFC and 
ASiW All-Arnencan food, v-yfiere hamburgers, hot dogs 
and unique root beer floats complement KFC's menu 
and offer more choice for the entire famfty. finally, we're 
testing a new concept called WinqWorks, a branded 
menu of flavored, dipped, breadeo wings — we'II tell 
you more about it next year once we have a liTtfe rnore 
learning under our wings (so to speak!). 

are mamacal about improving tiie customer 
experience at KFC — in every market, on every visit 
Our brand message, our 
featured food, our store 
execution will be aimed at 
WOWtng our customers. 

"There's Fast Food Then 
There's KFC," 



Ch«ryl Bflchcldcf 

mnd Ctil«l COAMpr OfTIcKT 

Murk Ocfsby 
CWttOp4rttin5 Offlctr 
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^n 200K 
tl>e fevofutionary 
TWi«^ed Crust™ piua fcaturinig 
a "ftip and Dip'" breadstfck crust 
delivered a whole new, f<in way to 
eat plz^. Wltt^ twisted Crusty we 
said to our cuslomersi ''Go 
ahead, play with 

your food!'' . 













CUSTOMtR 

MANIA 






BEST PIZZAS UNDER ONE ROOF 


PIZZA HUT People like ordinary pizza. But they love 
the EXTRAORDINARY pizza they experience from Pizza 
Hut. Everything Pizza Hut did in 2001 was designed to 
help us provide that extraordinary pizza experience to 
every customer, every time, in every restaurant. 

Even though same store sales were flat in 2001, 
we must be doing something right, Consumers 
continue to recognize the Pizza Hut brand as a 
"leader," but rate us as more "authentic" "high 
quality" "up to date" and "energetic" than 
they did just two years ago, 

How did we make it happen? Simple: 
product quality and innovation, customer 
mama and rapidly improving assets. 

For pizza consumers, more is 
better. That's why four years ago Pizza 
Hut made a significant investment in 
upgrading its products by improving the 
? / quality and abundance of its toppings. In 
/ 2 OOI, that investment continued to pay 
dividends. Consumers gave Pizza Hut higher 
"amount of topping" ratings than our national 
competitors. And they ranked Pizza Hut #1 on 
"appeal of menu items." 

At the same time, we've been maniacal about 
delivering 100% CHAMPS with a YES! In 2001, Pizza Hut 
continued to focus on the "S" in CHAMPS, speed of 
service — with success. We improved our overall "on- 
time" percentage 3% for the year, and 7% in the fourth 
quarter, while also improving our productivity. 


Mike 

Pwld*ri< And Chi*f Cwe*pl 

M]k« M|k5 
ChlA^ OpAfAHnfl Offle*r 


While we're not there 
yet, we're getting closer 
every day to consis¬ 
tently delivering an 
extraordinary experi¬ 
ence to all of our 
customers. What's 
more, almost 25% 
of company-owned 
restaurants have 
either been re-built, 
or re-imaged with an 
extraordinary new 
look, because we 
know that's important to 
driving a better customer experience. 

Pizza Hut's leadership in product innovation 
continued in 2001, with the introduction of our highly 
popular Twisted Crust^^ pizza. J\)\s unique pizza 
combined a Pizza Hut pizza twisted wiih a seasoned 
breadstick crust — all served with a choice of dipping 
sauces. Our customers loved the interactivity, innova¬ 
tion and value. The Twisted Crusf^'^ pizza created a 
whole new pizza eating experience and resulted in solid 
sales gams. Stay tuned in 2002 for more product news 
about "The Best Pizzas Under One Roof!" 

Leading with product quality and 
innovation, customer mania and rapidly 
improving assets. Pizza Hut is poised 
to deliver a strong 2002. 


Pizza QSR Sales 
■i Pizza Hut 15% 

■ Or;<n no 5 9% 

=• Papa John'.'i 6% 

# Lit tit* 3 % 

# Rec;;iona 35% 

# ipidependpnts 32% 


nc*"-: r ^ |i[-rlLr 

'TmfK^ .: ■ n <3 .. 













Th* n«w Taoo tell 
r«stauraot« In corporate 
the very latest In engineering, 
technology and design — 
working together to 
redgcc labon Improve food 
quality and ensure customer 
satlefaetloni 












• Taco Bed 64% 

• Taco 4% 

C Taco John 2% 

• Reqionals 13% 

• Independents 17% 

1-Qi.^CL "fttsr 

^ ThlS 1‘ HTVHOrrtd 0.. r-^ 
rntrf^ccfcfTijf/irr ' c4e:T^>t 

• »T r.v^ CDmh?al>^ l« 

r ;.?. (HMi 


THINK OUTSIDE THE BUN 


TACO BELL After working to regain sales momentum 
in the first half of the year, we ended 2001 with 14 
consecutive weeks of systemwide same-store sales 
growth, and our highest system CHAMPS scores ever. 
We attribute this inomentum-buifding performance to 
two things; our renewed focus to run great restaurants 
AND our commitment to offer Mexican-inspired, freshly 
prepared, high quality food that can't be found 
anywhere other than Taco BelL 

We've worked hard this past year to improve our 
restaurant operations to give our guests a better experi¬ 
ence. Our attention to operational excellence is paying 
off, but we still have much work to do. We're pleased 
Taco Bell moved to 5th place from 14th in QSR 
Magazine's annual drive-thru survey of the Top 25 fast- 
food brands. We accomplished this by improving our 
speed of service so our customers receive their orders 
fast and accurately. In fact, we shaved off 24 
seconds from our order time, and we're using 
timers, headsets and tracking systems to 
improve on that record. Since 65% of our 
business is drive-thru, we know that speed 
of service is important. At the same time, 
we want each and every customer order 
to be freshly-prepared, at the correct 
[emperature and served with the 
proper amount of ingredients by 
friendly, courteous team members. 
That's 100% CHAMPS with a YES! 

We've also aimed to uniquely differentiate 
the Taco Bell brand from every other restaurant 
choice with a newly unveiled marketing campaign urging 



consumers to "Think Outside the Bun" for Taco Bell. We 
want to jar people out of their 'bun-based' habits with 
product flavors, aromas and textures they can only get 
from Taco Bell food. We recently upgraded our beef, 
beans, tortillas and steak to improve the quality and taste 
of our most popular menu items. We also introduced 
three new bold and deli¬ 




IF 



cious products — Grilled 
Stuft Burritos, Grilled 
Chicken Quesadillas and 
Grilled Steak Tacos, 
which drove sales and 
created new cus¬ 
tomers for The Bell. 

Working as one 
system with our out¬ 
standing franchisees 
and company 
restaurant operators, 
our aim is to continue 
creating The Bold 
Choice for consumers 
by running better restaurants, 
improving food quality, introducing 
new product innovations and reinforcing 
Taco Bell's value leadership. 


Emil J. Brollek 

Prf*ldlinl ifid Chl*f Concfpl Qffiwr 

Bob NliKn 
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FINANCIAL CONTENTS 


MANAGEMENT’S DISCUSSION AND ANALYSIS 

CONSOLIDATED STATEMENTS OF tNCOME 

CONSOLIDATED STATEMENTS Of CASK FLOWS 

CONSOLIDATED BALANCE SHEETS 

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' 

EQUITY COEFtCIT) AND COMPREHENSIVE INCOME 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

MANAGEMENT’S RESPONSIBILITY FOB FINANCIAL STATEMENTS 


REPORT OF INDEPENDENT AUDITORS 


FACTOftS AFFECTrNG COMPARABILITY OF 2001 
RESULTS TO 2000 RESULTS 

of AmcriScrvc Bankruptcy 
Reorganization Process 

See Noie 22 far ^ discussion of the irnpaa of the Amen Serve 
Food DiStnbutiCMi, Inc. ("AmehSenj'e") bankruptcy reorgamza- 
tign pfocess on the Company 

Franchisee financial Condition 

Like others m the QSE^ industry, from time to time, some of our 
franchise operators experience findneiat diflicuities with respect 
to their franchise operation^. During 20Q1 and 2000, certain of 
our Iranchise operators, pnncipally m the Taco Bell system expe¬ 
rienced varying degrees of financial prr^hlems. 

Depending upon the tacts and circumstances of each situ¬ 
ation. and m the absence of an improvemenT in the franctiisee's 
business trends, there are a number of potential resolutions ot 
These financial issues These include a sale of some or all of the 
operator's restauranis to us or a third party, a festructuring of 
the operator's business anct/or finances, or, in the more unusual 
cas-es. bankruptcy of the operator h is our practice to proac¬ 
tively work With frnancially troubled franchise opertitor^ in an 
attempt to positively resolve their issues. 

Ihfouqh February 11 ,2002, restructurings have been com¬ 
pleted for approximately 1 .000 Taco Betl franchise restauranis. 
In connection with these restructurings, Tdco Bell has acquired 
123 restaurants for appro-ximately S65 million through 
December 29, 2001 In addition to these acquisUions, Taco 8ell 
purchased 19 roslaufants from franchisees for approximately 
Si2 million and simultaneously leased the restaurants back to 
these franchisees under lonq-term leases. A.s part of the restruc¬ 
turings. Taco Bell has committed to fund approximately 
$29 miliion of future franchise capital expenditures, principally 
through leasing arrangements, In the fourth quarter of 2000, 
Taco Bel! establisfied a $ 1B million loan program to assist cer- 
lain franchisees All fundings had been adi-'anced by the end of 
the first quarter of 2001, and the resulting notes receivabte are 
primdrilv included in Other assets. 

We believe that the recent improvemeni in business trends 
.It Taco Bell has helped alleviate fmancial prob^em> m the Taco 
Bell franchise system which were due to past dc3%vnturns m sales 
Accordingly, though we continue to monitor this situation, we 
expect restructunnqs of the reinaming Taco Bell franchise restau- 
rants with linancial issues to be significantly less m number and 
COSTS in 2002. 

In 2001 and 2000, The Company charged pxperises of 
$13 million and $26 million, fespeaively. to ongoing operating 
profit related to aHowances for doubtful franchise and license 
fee fecervabies. Tf'iese costs are reported as franchise license 
expenses. On an ongoing basis, we assess our exposure from 
franchise-related risks, which include estimated uncoHcctibility 


of franchise and license receivables, contingent lease liabilities, 
guarantees to support certain third party financial arrangements 
of franchisees and potential claims by franchisees The contin¬ 
gent lease liabilities and guarantees are more fully discussed in 
the Contingent Lia.biSitie5 action of Note 22. Although the ulti¬ 
mate impact of these franchise financial issues cannot he 
predicted with certainly at this time, we have provided for our 
curreni estimate of the probable exposure as of December 29, 
2001 It IS redsonably possible that there will be additional costs; 
however, these costs are not expected to be material to gua-rterly 
or annual results of operationSn financial condition or cash flows. 

Unu$i/al Items (income^ Expense 

We recorded unusual items income of $3 milhon in 2001 and 
unusual items expense of $204 million in 2000 and S51 million 
m 1999. See Note 5 for a deiailed discussion of our unusiial 
Items (income} expense. 

In The fourth quarter of 2001, we recorded expenses of 
approximately S4 million related to streamlining cerrain support 
functions, which included the termination of approximately 90 
employees The reserves established, which primarily related to 
severance, were almosi fully utilised in the first quarter of 2002 
We expect to incur additional costs of approximately $2 million 
in 2002 related to these actions, which will be e.Kpenned as 
incurred. Beginning 2002, we anticipate savings m general 
and administrative expenses ("GSiA'') of approximately $6 mil¬ 
lion per yeat, primarily related to reduced compensation. 
However. v;e e>ipect to remvesi a substantial portion of these 
savings in our growth initiatives, indudirig multibranding. 

Impact of New Uncprisolidateci Afniiates 

Consistent with our strategy to focus our capitdl on key inter¬ 
na tonal markets, we formed new ventures m Cnmada and 
holand with aur largest franchisee m each market The venture 
in Canada w-as formed in the third quarter of 2000 and The ven¬ 
ture in Poland was effective m the first quarter of 2001. The 
Candciian venture operates over 70Q stores and the Poland ven¬ 
ture operates approximaiely 100 stores. We did not record any 
gam or loss on the tjansfer of assets to these new ventures 

Previouiily, the results from the restaurants we contributed 
to these ventures were consolidated. The impact of these trans- 
aciions on operating results is similar lo the impact of our 
relranchisinq activities, which is described in the Store Portfolio 
Strategy section beiow. Consequently, these transactions 
resulted m a decline in our Company sales, restauTant margin 
dollars and G&A as well as higher Tranchise fee:^. We also record 
equity income (lossesS ftem investments in unconsolidated affil¬ 
iates ("equity income’") and. m Canada, higher franchise fees 
Since th^ royalty rate was increased for those stores contributed 
by our panner to the venture. The lormaiion of these ventures 
did not have a signihcant net impact on ungDing operatir’ia 
profit m 2001 
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Management's Discusston and Analysis 


INTRODUCTION 

TRICON <3lobal Restaurants, Inc and Subsidiaries (coilectively 
referred to as '^TRICON'' or the "Compar^y") is comprised oi the 
vvorldwde operations of KFC, Pizsa Hut and Taco Bell (''the 
Concepts") and is the world's largest quick service restaurant 
("QSR"} company based on the number of system units. 
Separately, each brand ranks in the top ten among QSR chains 
in U.S. system sales and units Our international units 

make us [he second largest QSR company outs-ide the U S. TRI¬ 
CON became an independent, publicly owned company m 
October 6, 1997 [the "Spin-off Date") via a tajt-free distribution 
of our Common Stock (the ''Distribution “ or ''Spin-off") to the 
sharehollders of our former parent, PepsiCo, Inc, ("PepsiCo''), 
TRICON has numerous registefed tradefr.arks and service 
nriiarks. We believe that many of these marks, including our 
Kentucky Fried Ctircken® KFC'' Pi2?a Hut®'and Taco BelP' trade¬ 
marks, have Significant value and are matenally importartt to our 
busir^^ess. Our policy is to pursue registration of important tratfe- 
marks whenever feasible and to oppose vigorously any 
infringement of our trademarks. From time to time we may 
become involved m litigatiori to defend and protect our use of 
such registered marks The use of our trademarks by franchisees 

and licensees has 
been auiborized in 
KFC, Pizza Hut and 
Taco Bell franchise 
and license agree¬ 
ments, Under current 
law and with proper 
use, our rights in 
trademarks can generally last indefinitely. We also have certain 
patents on restaurant equipment which, while valuable, are not 
material to our business. 

Throughout Management s Discussion and Analysis 
(■"MD&A'Ui we make reference to ongoing operating profit 
which represents our operating profit excluding the impacL of 
facility actions net loss (gam), unusual items income (expense) 
and our acco-untmg and human resources policy changes in 
1999 (the "1999 accounting changes"). See Nate 5 to the 
Consolidated Financial Statements for a detailed discussion of 
these exclusions We use ongoing operating profit as a key per¬ 
formance measure of our results of operations for purposes of 
evaluating performance internally and as the base to forecast 
future performance. Ongoing operaLing profit is not a measure 
defined in accounting principles generally accepted in the U.S. 


and should not be considered in isolation or as a substitution 
for measures of performance in accordance with accounting 
principles generally accepted in the U.S, 

In 2001, our international business, Tricon Restaurants 
International f'TRr or "International") accounted for 95% of 
system sal^, 3l % of revenues and B1 % of ongoing operating 
profit excluding unallocated and corporate expenses and foreign 
exchange net loss. We anticipate that, despite the inherent nsks 
and typically higher general and administrative expenses 
required by internatJonal operations, we will continue to invest 
in key international markets with substantial growth potential. 

Th«s MDSfA should be read in conjunction with our 
Consolidated Fmanciaf Statements on pages 38 through 64 and 
The Cautionary Statements on page 37. All Note referer^ces 
herein refer to the Notes to the Consolidated Financial 
Statements on pages 42 through &4. Tabular amounts are dis¬ 
played in millions except per share and unit count amounts, or 
as otherwise specifically identified. 

CRlTlCAi accounting POLICIES 

Our reported results are impacted by the application of certain 
accountsng policies that required us to make subjective or com¬ 
plex judgments, Thes$ judgments involve estimations about the 
effect of matters that are inherently unceftam and may srgnifi’ 
cantly impact our quarteriy or annual results of operations, 
financial condition or cash flows. Change io the estimates and 
judgments could significantly affect our results of operations, 
financial condition and cash flows in future years.. We believe 
that our most significant polities require: 

* Estirnation of cash flows associated with the disposition of 
restaurants, and the impairment of long-lived assets and 
investments in unconsohdated affiliates. See Note 2 for a fur¬ 
ther discussion. 

• Determination of the appropriate allowances and reserves 
associated with franchise and license receivables and contin¬ 
gent liabrlrties. See Note 2 for a discussion of the allowance 
for uncollectible franchise and license receivables and Note Z2 
fof a discussion of franchise contirigent liabilgies. 

* Estimation, using actuanaily-determined methtxls. of our seff- 
msured losses under our property and casualty \o^ programs. 
See Note 22 for a discussion of our insurance programs. 

• Determination of the appropriate valuation allowances foi 
deferred lax assets and reserves for potential tax exposures. 
See Note 20 for a discusslan of income taxes 



We are the largest 
QSR Company 
based on system 
units. 





Impact of the Consolfdation of an 
Unconsolidated Aff^liate 

At beginning of 2001, we consolidated d previously uncon- 
sokdated affiliate m our Consoiidated Firiandal Statements as a 
result of a change in our Intent to temporarily retain control of 
This affiliate. Thi^ change resulted in highet Company sales. 
Testaufant margin dollars and G&A as weli as decreased fran¬ 
chise fees and equity income This previously unconsolidated 
ci-ffiliate operates over 100 stores. 

Fifty “third Week tn 2000 

Ouf fiscal caiendaT results in a fdty-third week every 5 or 6 years. 
Fiscal year 2(>0O included a fiftv-thjrd week m the fourth quditer 
The estimated favorable impact in net income was J tO million 
or S0.07 per diluted share in 2000. The following table sunv 
mariies the estimated favorabteAunfavoratile) impact of the 
fifty-third week on .sysiem sales, revenues and ongoing oper¬ 
ating profit: 



U.S 

Inter- 

ii^innndl 
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rL-nji 

Svsi^tTi sales 
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S 53 
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%- 

S 7G 

FrdTirhise fb^s 

9 

2 

- 

11 
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1 67 

MO 


i S7 

Onqoirrq operratnig proNl 

FrflTichijp 

1 9 

% 1 

S — 

S 11 

Restjumni rficirgin 

11 

4 

— 

15 

General end aominntrative 


t^l 

at 

1.2) 

l7) 

Ongoirfq operdiing profit 

S 17 

S 4 

S U) 

$ 19 


Stor« Portfolio Strategy 

Since 1995^ we have been strategically reducing our share of 
totL=3l system units by selling Company restaurants to existing and 
new tranchisees where their expemse can generally be lever¬ 
aged To improve our overall operating performance, while 
retaining Company cjwnership of key U.S and International mar¬ 
kets, This portfolio-balancing activity has reduced our reported 
revenues and restaurant profits and has increased The impor¬ 
tance of system sales as a key performance measure. We 
substantially completed our refranchisinq program in 2001 
The following table summari^ies our retranchising activities: 



2«M>1 

2QGQ 

199^ 

humberol iTmt^ reirdnchised 
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757 

1.435 
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Silt 

S3S1 

S91& 

Refrdnchi^inq net q^ins, pre-Ufif" 

S 39 

S 20Ci 
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ijl ^DOT irKivirJei Sl2 nmllkin of dl?l^.■^rl■^J ierfanch:^t|i| t^ins and a cT^^qr/ 

<jf ^;T I nvillion to iiviflf lo IV# nei ijssei^ iTil" Vrqapcve which i=. 

hpkl ^Tjf ■sale. 


In addition to our refranchising prog ram. we have been dosing 
restaurants over the past several years. ResTaurants closed 
include poor pertorn'iinq restaurants, restauranis that are relo- 
cared to a new site within the same trade area cu U.5 Pizza Hut 
delivery units consolidated wnth a new or e:s^»sting dine-m^ tradi¬ 
tional store Within the same Trade area. 

The following taole summarizes Company store closure 
activities; 
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200D 
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Number al uiiiis (liowcl 
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2DB 

.IDl 

Store d^J^uTe costs 

Sl7 

£ih 
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irr.pdirmeiit chdrges tor sitcires 
lo he dosed 

S S 
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Iji ■ji.li#Ui>, l.-hi\ji.ibl!c dLl|u:irnienti ta tw HEIGJ* fourth qujrlcH' Uiiirii? al 59 riiillifHl in 
199^ St* S r^r s ti4i:u:jbran ol shh-ve .:^JJLJSl^^e^l,^ 

The impact on ongoing operating profit arising from our refran- 
chising arid store closure initiatives as well as the contribution 
of Company stores to new unconsolidated affiliates as described 
in the Impact of New Unconsolidated Affiliates sectior\ repre¬ 
sents the net of (a) the estimated reduction m Company sales, 
restaurant margin and GSA: (h) the estimated increase in fran¬ 
chise fees; and (c) the estimated change in equity income. The 
amounts presented below reflect the estimated Impact from 
stores that were operated by us for all or sorne portion of the 
respective previous year and were no longer operated by us as 
of the last day of the respective ypar 

The following table surnmarrzes The estimated impact on 
revenue of refranchising, store closures and the conTribution of 
Company stores to unconsolidated affiliates 
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The foSlowing table sijmmarines the estirnated impact on gnaoinq operating profit of refrancbiiinq, store do&ures end the contn- 
bulion of Company stores to unconsolidated afSiliales; 


2001 2000 
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WORLDWIDE RESULTS OF OPERATIONS 
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176 

13 

In-come tax provision 

241 

11 


273 

34 

Net iricon^ 

s 

19 

S 

413 

(34) 

DNuted earnings per snare 

S 3.24 

17 

t 

2.77 

(29) 

la) Represems coicibiTTied sales of CurnpaTiy. uncansnlidated affiliate., iranchiw and keniie reslaurams. 


WORLDWIDE RESTAURANT UNIT ACTIVITY 

Un^KinMlidaced 
Company Atfiliaies 

Franchisees 

Licensees 

Total 

Balance at Dec 25, 1999 

6.981 

1J78 

13.41^ 

3.409 

79,982 

New Bijilds 

370 

108 

960 

324 

1,762 

RefrarKhising 

1757) 

£9.) 

775 

m 

— 

CfcKui-es 

:2oe) 

f53,) 

(505) 

£561) 

(1.327) 

Qthe/*> 

(263) 

620 

(5S7) 

— 

— 

Balance at Dec 50, ?K)0 

6,123 

1.844 

19.287 

3,t63 

30.417 

New Builds 

521 

150 

am 

190 

1.679 

Acquis^itions 

361 

£23!> 

(328) 

(51 

— 

Refrencfii^ing 

f233) 

(20) 

253 

— 

— 

CIcklutes 

(270) 

(391 

(741) 

(557) 

(1,607) 

Other=*^ 

£67) 

93 

[2B'i 

— 

— 

balance at E>eCr 29, 2001 

A43S 

2,0(H 

19,2S3 

2,791 

30,489 

% 0 t Total 

21% 

7% 

65% 

9% 



(dj Primaritv iixluiiK 32[>CQTiipaiiv atores. and 329 ir^nthisee stores conlnbuled to An urconwIitAstcd affiliale ift 2000 and S2 CDmparry stores and 41 fwrKhisee stores 
CDritfithjied to an uncpnsoiidaled affili^ite in 2001 . 




TR^^:or^l global re'jTaufiants, inC and subsidiaries 






























WORLDWIDE SYSTEM SALES 

System sales increased approstimalely S169 million or 1% m 
2(101, after a 2% unfavorable inspect from foreign currency 
translation Cxcludmg the unfavorable impact of foreign currencv 
translatran and lopping the fifty-third week m 2000, system sales 
increased 5%. The increase wai driven by new unit developmertt 
and same store sales growth, partially offset by store closures. 

System sales increased $397 million o-r 2% in 2000, after a 
1% unfavorable impact ftom for^eign currency iransSation. 
Excluding the unfavorable impact of foreign currency transla¬ 
tion and the favorable irnpact of the frfty-thinj vrf?ek. system sales 
ir^creased I % Thi$ increase was driven by new unit deveiopfnent. 
partially offset by store closures and sarrie store sales declines. 

WORLDWIDE REVENUES 

Company sales decreased $167 Tnilliort or 3% in 2001, alter a 
2% unfavorable impact from foreign currency translahon. 
Excluding the unfavorable impact of foreign currency transla¬ 
tion and lapping the fifty-third week m 2000, Company sales 
were flat. An increase due to new unit-development was offset 
by ref ranch IS inq 

Company sales decreased $794 million or 11% m 200Q. 
Excluding the favorable impact from the fifty-third week. 
Company sales decreased 12%. The decrease was primarily 
due to refranchising, store closures, the contribution of 
Company stores to a new unconsolidated affiliate and same 
store sales declines. This -decrease was partially offset by new 
unit de^/elopmenc 

Franchise and license fees increased $27 million pr 3% in 
20D1. after a 2?^ unfavorable impact from foreign currency 
translation Excluding the unfavorable impact of foreign currency 
translation and lapping the fifty-third week in 2000, franchise 
and lEcense fees increased 7%. The increase was driven by new 
unit development, units acquired from us and same store sales 
growth. This increase was partially offset by store closures. 

Franchise and license fees increased $65 million or 9% in 
2000. The increase was primarily driven by units accuuired from 
us and new unit development partially offset by store closures 
and same store sales declines m the U S. The unfavorable impaa 
of foreign currency translation was essentially offset by the 
favorable impact of the fifty-third week 


We reduced 
G&A expenses 
by $34 million 
in 2001. 

K - ' 


WORLDWIDE COMPANY RESTAURANT MARGIN 



2001 

2000 

1^9 

Company sales 

lOO.O'li 

100.0% 

100.0% 

Food and papf?! 

31.1 

30.3 

31 5 

Payroll and emritoyi£?e berwfits 

27:i 

2';.7 

27 6 

Occupancy and aiher operating expen^e^ 

27.0 

26.4 

255 

Cumpany reiiaufant margin 


15,1% 

15 4% 


Restaurant margin as a perceritage of sales decreased approxj- 
maiely 30 basis points in 2D01. U.S. restaurant margin was flat 
ar^d International restaurant margin declined approximately 120 
basis points. 

Restaurant margin as a percentage of sales decreased 
appro;cimately 25 basis points in 2000, including the unfavor¬ 
able impact of 15 basis points from lapping the 1999 accounting 
changes. U 5. restaurant margin dedmed approxiinaiely 55 basis 
points and International restaurant margin increased approxi- 
matety 65 basis points. 

WORLDWIDE GENERAL AND ADMINISTRATIVE 
EXPENSES 

G&A decfeased $34 million or 4% in 2001. Excluding the favor¬ 
able impact of lapping the fifty-third week in 2000, G&A 
decreased 3%. The decrease was driven by lower corporate and 
project spending, the formation of unconsdidated affiliates and 
refranchismg. The decrease was partially offset by higher com- 
pensatiort costs. 

GSiA decreased $55 million or 7% in 2000. Excluding the 
unfavorable impact from lapping the 1999 accounting changes. 
G&A decreased 9%. The decrease was primarily due to lower 
incentive compensation expense and Year 2000 costs as well as 
ihe faTOrahte impact of refranchismg and store closures. Reduced 
spendmg on conferences also contributed to the decline. G&A 
included Year 2000 spending of approximately $2 mdlion m 
2000 as compared to approxifniately $30 million m 1999. 

worldwide FRANCHISE AND LICENSE EXPENSES 

pTanchsse and license expenses increased $10 million or 20% in 
2001. The increase was pnmanSy due to support costs related 
to the financial restructuring of certain Taco Bell franchisees The 
increase was partially offset by lower allowances for doubtful 
franchise and license tee receivables. 

Franchise and license expenses increased $24 million or 
93% in 2000. The increase was driven by allowances tor doubt¬ 
ful franchise and license fee feceivableSn principally at Taco BeSI. 









WORLDWIDE OTHER (IMCOME) EXPENSE 


WORLDWIDE INTEREST EXPENSE, NET 


__ ZOCl 1?39 __ JOOI 2Q0Q 199Q 

Equity III tome 1(25) 1(19) lm?re^t ej(pense Sl71 St 90 il\S 

FpT &qn &Mjhanqe net Iqss _ 3 _ — 3 inlerg^T income _ (14) _ (I4:i (16) 

Other (^rKGme*) _S(23)_ % 125) _Sn6i Ifirgrat ejtpferrjg, net _^S8_ Sl7& _1202 


Equity income increased Si million or 3% in 2001, after a 6% 
unfavorable impact from foreign currency translation. The 
increase ^A/a$ driven by improved results of our unconsolidated 
affiliate m the United Kingdom. The increase was offset by 
equity losses from Poland and the consolidation of a previously 
unconsohdated affNiate. 

Equity income increased 16 irrilfion or 32% in 2000. The 
increase was primarily due to improved fesuli$ of our unconsol¬ 
idated affiliates in Japan, the United Kingdom and China 

WORLDWIDE FACILITY ACTIONS NET LOSS (GAIN) 

We recorded facility achons net Joss of S1 milliioo in 2001 and 
facility actfons net gain of $176 million in 2000 and $381 mil- 
liofi in 1999. See the Store Portfolio Strategy section for more 
deta^l of our refranchistnq and closyre activities and Note 6 for 
a summary of the components of facifily actions net loss (gain) 
by tepcrtable operaling segment. 


WORLDWIDE ONGOING OPERATING PROFIT 



2001 

&{W) 

vs. 

ZOKi 

%Brw) 

vs. 1^ 

Unjied Stdte5 

S 722 

m 

1 742 

0) 

inte/naihoridl 

Una'lcicjcedand corporate 

51B 

3 

309 

16 

expenses 

(14a) 

S 

ItbBJ 

1C 

Fore'iqn e.:tchi3nqe ia^ 

(3) 

NM 

— 

NM 

Onqgmq operating profit 

S SB9 

— 

% ssa 

1 


The changes in U.S. and International ongoing operating profit 
fof 2&01 and 2000 are discussed in the respective sections. 

Unallocated and corporate expenses decreased $15 million 
or 9% in 2001. Excluding the favorable impact of lapping the 
fifty-third week in 2000. GSA decreased 8%, The decline ^'vas 
primarily due to lower corporate and project sper^ding partially 
offset by higher incentive and deferred compensation. 

Excluding the unfavorable impact from lapping the 1999 
accounting changes. unallocatecE and corporate expenses 
decreased $31 million or 16% in 2000. The decline was prima- 
fily cEue to lower Vear 2000 spending and lower incentive 
compensation expense. 


Net interest expense decreased $18 million or 10% m 2001. 
The decrease was primarily due to a decrease in our average 
interest rates. 

Nel interest expense decreased 126 million or 13% in 
2000. The decline was due to lower average debt outstanding 
in 2000 as compared 
to 1999, partially off- i# ~ 
set by an increase in 

interest rates on our Net interest 
variable rate debt. As expense decreased 

discussed in Note 22, 
interest expense on 
incremental borrow¬ 
ings related to the 
AmeriSeive bankruptcy reorganization process of S9 million has 
been included in ynus.ua( item$ expense m 2000. 


WORLDWIDE fNCOME TAXES 



2001 

2000 

1399 

Reported 




Incorne Taxes 

S241 

1271 

1411 

Effective- tax fate 

Onqchnq'''^ 

32.e% 

39.6% 

39.5% 

Income laxes 

S243 

$268 

3 267 

EffeciivE t-ax r^ie 

33.1% 

37.7% 

39 3% 

tdj txdude^ rhe eflecti of idc-viry adiom nei fkiSa) qdin, unmual items (inctyYit} 


expense and Ihe 1999 accnunutiq chteanges. See Note 5 for d (liscuision of 

ilems. 




The folfowinq table reconciles the U.5. federal $tatutory' tax rate 

to our ongoing effective tax rate: 

2001 

2QQ0 

1999 

U.S. tederdi statutory idx rale 


35 0% 

35.e% 

Stale income tan. n9t of federal lax benefit 
Foreiqn and U S tax 9ffeilb attnbutable ?0 

13 

1-B 

2.3 

ror^ign operations 

0.2 

f0.4j 

4.6 

Adjusimpnts reiatniq to prior years 

(2.2) 

S.3 

t0.7> 

Valudiigfi dJlcjwance reversals 

(1.7) 

i4.a) 

[2.0) 

Drher.. nei 

(0.1) 

— 

Ot 

Ongoing effemivp rate 

33.1% 

37.7% 

39.3% 


Net interest 
expense decreased 
10% in 2001. 


^0 


TRICOM OLOflAL RE 5 T.ftURAt^l INC. AND ^UflSlOlARlES 
























Th-e 2001 onqoint^ effective tax rate deizfeaseij 4.& percentage 
points to 33 ] % The decrease m the ongoing effective rate 
was primarily due to adjustments related to prior yeaf^, parSd^liy 
offset by reduced valuation allowance reversals. See Wote 20 for 
a discussion of valuation allowances. 

In 2001. the effective tax rate attnbucable to foreign oper- 
ations slightly higher than the U S federal statutory rate 
decause losses, of foreigri operations for which no beriefit could 
be currently recognized and other adjustments more than off¬ 
set the effea of claiming credit against our U.S, income tax 
liability for foreign taxes paid. 

The 2000 on-going effective tax rate decreased 1 6 pef- 
centage points to 37 7%. The decrease m the ongoing effective 
tax rate was primarily due to a reduction in the tax on our mter- 
natiortat operaifons, including the initial benefits of becoming 
eligible in 2000 To claim substantially all of our available foreign 
income tax credits tor foreign ta.xes paid in 2000 against our 
U.S. income tax liability, and incremental valuation aliowance 
reversab. Thus decrease was p^rttally offset by adjustments relat¬ 
ing to prior years. 

In 2000, the effective tax rate attributable to foreign oper¬ 
ations was lowef than the U S. federal statutory rate due lo ouf 
ability to ctaim credit against our U.S. income tax liability for 
foreign taxes pard The effective tax rate attributable to foreign 
operations m 1999 was higher than the U.S. federal statutory 
tax rate. This was primarily due to foreign tai! rate differentiats, 
including foreign withholding tax paid without benefit of the 
related foreign tax credit for U.S. income tax purposes and 
losses of foreign operations for which no tax benefit could be 
currently recognized. 

EARNIN<3S PER SHARE 

The components of earnings per common share ("EPS'") Vi/ere 
as follows: 


20 & 1 ' 2000 '-' 



Diluted 

Bask 

Diluted 

BesiC 

Ongoing ope/almg eamings 

S3.Z1: 

$3J3 

1 2 98 

J 3.02 

FacillTv del ions net gain 

0.02 

0.tl2 

0.66 

0 67 

Unusual Items 

O.DI 

0.01 

[0 m 

(0 88J 

Net income 

13.24 

%3M 

S 2 77 

t 2 8t 


rJ-J See fVoit' A iw [1-11? iiijrTitjtfr tif ihdrw iJH?d in ihew calculations. 


U.3* RESULTS OF OPERATIONS 




2001 

% &(WJ 
vs. 2000 


20Q0 

% Bi^V) 
vs. 1999 

System 

S1A596 

1 

114,514 

— 

Cdmpdn-v sjles 


4,287 


5 

4.533 

(li) 

Frdnchise diid license fees 


S40 

2 


529 

1 

Revenues 

S 

A827 


i 

5,062 

02) 

Companry resli^ur^nt rrsarqin 

S 

G49 

(5) 

$ 

6S? 

07) 

% of Cornpanv sales 


lS.2% 

— 


15 2% 


Ongoing opefalm-g profit 

s 

722 

(3) 


742 

(9) 


U.S. BESTAURANT UNIT ACTIVITY 




Cempany Franchisees 

Liqer^aes 

TaidI 

Bjience at Dec. 25. 1999 

4.9S4 

12.11<3 

3.100 

20.194 

Neiw Builds 

143 

356 

303 

812 

Refrar^tiisir^ 

(6721 

6S1 

<91 

— 

Ctosures 

M53) 

(Z95> 

(521) 

(969) 

8dlance at Dec 30, ZDDD 

il.302 

12,862 

2,873 

20,037 

Bmld^ 

lfl3 

265 

1B2 

630 

Ajcquisrti LMis 

136 

(133> 

(3} 

— 

Refrenrhising 

<1551 


— 

— 

Cbsures 

(182} 

(416J 

(S07) 

(I.IDS) 

Balance a\ Pec. 29, 2001 

4,2M 

12,733 

2.M5 

19.562 

% of Total 

21% 

65% 

n% 

100^ 


U.S. SYSTEM SALES 

System saies increased SS2 mii^icm or 1 % in 2001. Excluding the 
unfavorable impact of lapping the fifty-third week in 2000, sys¬ 
tem sales increased 2%. The mcrease was driven by new unit 
development and same store sales growth at KFC ar>d Pizza Hut, 
partially offset by Store closures. 

System sales v^re flat in 2000 Excluding the favorable Impact 
of the fifty-third week, system sales decreased 2%. The decrease 
was due to same stores sale$ declines at Taco Bell and KFC as 
well as store closures, partially offset by new unit development. 

U.S. REVENUES 

Company sales decreased $24S milliori or 5% in 2001. 
Excludrnq the unfavorable impact of lapping the fifty-third week 
in- 2000, Company sales decreased 4%. The decrease was driven 
by refranchisinq, partially offset by new unit development. 



Ongoing 
operating EPS 
increased 8%. 
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For 2001, tilend^^d Company same store sales for our three 
Concepts were up 1% on comparable fifty-two week basis. 
Ai^ increase m the average guest check was partially offset by 
transaction declines, Same store sales at KFC were up 3%, ph^ 
marpfy due to an fncreai^e in transactions Same store sales at 
both Pizza Hut and Taco Bell were flat A 2% increase in the 
average guest check at Pizza Hut and a 3% increase in the ai/er- 
age quest check at Taco Bell were both fully offset by 
transaction declines. 

Company sales decreased 1720 million or 14% m 2000. 
Excluding the favorable inn pact of the fifty’third week. Company 
sales decreased 15%. The decrease was primarily due to ref ran- 
chismg, store ciosures and same store sales declines. The 
decrease was paitially offset by new uniit development. 

For 2000, blended Company same store sales for our three 
Concepts d^creaped 2% on a comparable basis. A decirne ir^ 
transactions was paripaliy offset by an increase in the average 
guest check. Same store sales at Pizza Kut increased 1%. A 3% 
increase in the average guest check was partialfy offset by trans¬ 
action declines. Same store sales at KFC decreased 3%, prir^iarily 
due to transaction declines. Same store sales at Tdco Bell 
decreased 5% as a result of transaaion declines. 

Franchise and license fees grew 111 million or 2% in 2001. 
Ei^cluding the unfavorable impact of Japping the bfty-tbtrd week 
in 2000, franchise and license fees increased 4%. The increase 
was driven by units acquired from us and new umt develop¬ 
ment. part.ially offset by store closures. 

Franchise and license fees ir>creased 134 million or 7% in 
2000. Excludir^g the favorable impact from the fifty-third week, 
franchise and bcense fees increased 5%. The increase was driven- 
by units acquired from us and new unit development, partially 
offset by same store sales declines and store closures. 

U.S. COMPANV RESTAyRAI^T MAR<3IN 



2001 

2000 

1^9 

Company ^les 

IOQ.0% 

100.0% 

100.0% 

Food: dnd paper 

ZB.S 

23.6 

300 

Pdyrdll (Srhct benefits 

30.^ 

30.8 

29.3 

Occupancy and* gthpr cperaEinq expenses 


25.J 

24.5 

Oampany restavr^ni margin 

15-2% 

15.2% 

15.7% 


Restaurant margin as a percentage of safes was flat in 2001. 
Favorable pricing and product mix, was offset by increases in 
occupancy and othef costs, product costs and wage rates. The 
increase in product costs was primarily driven by Cheese costs. 

Restaurant margin as a percentage of sales decreased 
55 basis points no 2000, including a decline of approximately 
25 basis points resulting from lapping the 1999 accounting 


changes. The rennaining decrease pnmarily lesulted: from a shift 
to lower margin chicken sandwiches at KFC, volume declmes at 
Taco Bell and the absence of favc?rable 1999 in sura nee-related 
adjustments. The decrease was partially offset by the favorable 
impact of refranchisinq and pricing and product m^x. Favorable 
product costs, primarily cheese, were almost fully offset by 
higher occupancy and other costs and higher wage rates. 

U,S. ONGOING OPERATING PROFIT 

Ongoing operating profit decreased S20 million or 3% in 2001. 
Excluding the unfavorable impaa of lapping the fifty-third week 
in 2000, ongoing operating profit decreased 1%, The decrease 
was driven by the unfavorable impact of ref ranch istng and store 
closures, higher restaurant operating costs and higher franchise 
support costs related to the restructuring of certain Taco Beil 
franchisees. The decrease was partially offset by favorahle pne- 
mg and product mix and new unit development. 

Ongoing operating profit decreased S71 million or 9% m 
2000. Exdudmq the favorable impact of the fifty-third week, 
ongoing operating profit decreased 12%. The decrease was pn- 
maniy due to $ame store safes declines, the unfavorable impact 
of reftanchrsing and store closures and higher restaurant oper¬ 
ating costs. The decrease was partiaHy offset by new unit 
development and reduced Q&A expenses. The decrease m GSiA 
expenses was largely due to lower incentive compensation, 
decreased professional fees and lower spending on conferences 
at Pizza Hut and Taco Bell. The GSiA declmes were partially off¬ 
set by higher tranchise-related expenses, primarily allowances 
for doubtful franchise and license fee receivables. 


INTERNATIONAL RESULTS OF OPERATIONS 



ICOl 

% eiiw) 

Vir 2000 

200D 

% aiwj 
vs. 1999 

SyiitRm laies 

5 7,732 

1 

S7.64S 

E. 

Companv sales 

S i.asi 

5 

5 1,772 

(4) 

FrarKhise and license fees 

275 

6 

259 

U 


S2.12€ 

5 

1 Z.QJ] 

(2) 

Compsin v resCduranl rriarqin 

% J57 

m 

1 267 

— 

% of Compjnv sales 

i3.g% 


IS.l'^'n 


OngfQinq eperating proNJ 

S 318 

3 

$ 309 

16 


Before currency i 
impaGt, Inter¬ 
national Company 
sales increased 10%. 
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TRICON global HESTAURASITS. mC ANO SUBSlOIAHIES 

















(NTEfiNATiONAL RESTAURANT UNIT ACTIVITY 


Uriconsolieid[ei3 



Comiiany 


r ranchisees 

L^cpn^ei 

Totdl 

FtaMncedi Dk. 25. 3999 

1,997 

lJ7fl 

8,304 

309 

9.789 

Nev^ Euildi 

227 

106 

594 

21 

950 

flefranqh-iiini^ 

(SS) 

19) 

94 

— 

— 


iS,5> 

i83) 


i40) 

1358) 

OlhEr^^-' 

^263} 

620 

I357J 

— 

— 

balance dt [>ec 30, 2iXX> 

1.821 

1,844 

6,425 

290 

laasD 

New B u lids 

338 

ISQ 

553 

a 

1.049 

Acquisitions 

225 

m 

(195:' 

<2) 

— 

RefrarichisiTiq 

1,781 

^2Qi 

98 

— 

— 

Closunei 

i;8a) 

<391 

325: 

<sci;i 

(502) 

OtEier''*’ 

(67) 

93 

(26) 

- 

— 

Bnaiancfr at OfrC. 29. 2C01 

IhISI 


6.530 

246 

10.927 

% of Tptal 

2Q% 

1&% 

G0% 

1 % 



Id) Ptimdrifv inCkJile^ 320 Company Hdfes and 329 Irjnchissf^ sl-s^e^ comntulrf to an unronwliddkd HStriluFi^ m and 92 Campj'Tii' sFOrft rind 41 1ra^c^v^Efl ^torejcon- 
tnbured to an unconMlidatt'd jliilidif in jOOl 


INTERNATIONAL SYSTEM SALES 

System sdles increased approximately S87 million or 1 % in 2001, 
after a 7% u-nfavorabte impaafrom foreign curtency translation. 
Excluding the unfavorable impact of foreign currency translation 
and l^appinq the fifty-third week in 2000, system sales increased 
9% The increase was driven by new unit [development and same 
store sales growth, partially offset by $tore closures. 

System sales increased S399 rriHlion or 6% in 2000. after 
a 2% unfavorable impact frofn foreign currency translahon. 
Exdudifig the urtfavorable impact Of foreign currency transla-t^on 
and the favorable impact of the fifty-third week, systern sales 
increased 7%. This increase was driven by new unrt development 
and same store sales growth, partially offset by store closures. 

iNTERNATIONAL REVENUES 

Company sales increased J79 million or 5% in 200t, after a 5% 
unfavorable impact from forecgn currency translation. Excluding 
the uinfavQfdble impaict of foreign currency translation and lap¬ 
ping the fifty-third week in 2000, Company Snsles increased. 
11%. The increase was driven by new unit development and 
acquisitions of restaurants from franchisees. The increase was 
partially offset by the coritribuhon of Company stores to new 
unconsolidated affiliate^. 

Company sales decreased 574 milNr^n or 4% in 2000. after 
a 3% unfavorable impact from foreign currency translation. 
Excludir^g the unfavorable impact of foreign currency transla¬ 
tion ar^d the favorable impact of the fifty-third week, Company 
sales decreased 2%. The decrease was primarily due to refran- 
chisinq, the contribution of Company stores to an uixonsolidated 
affiliate and store cbsures. The decrease was partially offset by 
new unit development and same store sales growth. 

Franchise and license fees increased Si 6 million or 6% in 
2QD1, after a 6% unfavorable impaa from foreigri currency 


tranislatron Excluding the unfavorable impact of foreign currency 
translation and lapping the fifty-third week in 2000. franchise 
and license fees increased 13%, The increase was driven by new 
unit development same ^tore sales growth and units con¬ 
tributed to unconsolidated affiliates. The increase was partially 
offset by store closures. 

Franchise and license fees rncreased approximately S3i mil¬ 
lion Of 14% m 2000, after a 3%- unfavorable impact from 
foreign currency translatron. ExcSudirig the unfavorable impact 
of foreign currency translation and the favorable impact from 
the fifty-third week, franchise and license fees increased 1.b%. 
The increase was driven by new unit development, units 
acquired from us and same store sales qrcfwth The increase was 
partially offset by store closures, 


INTERNATIONAL COMPANY RESTAURANT MARGIN 



2001 

2030 

1999 

Company sdles 

100.0% 

100 0% 

1 DO.0% 

Food 4nd paper 

3:3.9 

36 5 

56 0 

Payroll and emplDyee bEnEfiii, 

19.1 

19.5 

21 0 

CK:ci.Lpancv a-rid other opc-ratinq expenses 

30.1 

2S9 

2S6 

Con%f>4nv restatjTafit m^^rqin 

13.9% 

15.1%] 

M 4% 


Restaurant n'safgin as a percentage of sates decreased approxi¬ 
mately M\} basis poirvts ir> 2001. This decrease was primarily 
attributable to higher operating costs and the acquisition of 
below average margin stores from franchisees. The decrease 
was partially offset by favorable pricing and product mix. 

Restaurant margin as a percentage of sales increased 65 
basis points in 2000. The increase was pfimanly attributable to 
the favorable impact of refranchising, the conthbution of 
Company stores with below average margins to a new uncon- 
soil dated affiliate and store closures. 
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INTlRNATiONAL ON<SOtNG OPERATING PROFIT 

OriqDinr] operaTinq pro!it increased tniihon or 3%, after a 
7% unfavorable impact from foreign currency translation. 
Excluding Ehe unfavorable impact of foreign; currency transfa- 
tion and lapping the fifty-third week in 2000, ongoing operating 
profit increased 12%, The rncrease was dnven by new unit 
development and same store sales growth, partial I y offset by 
higher restaurant operaung costs. 

Ongoing operating profit increased J44 million or 1 &% in 
2000, rafter a 2% unfavorable impact from foreign currency 
tran$f^tian (Excluding the unfavorable iinpact of foreign curreicy 
translation and the favorable impact of the fifty-third week, 
ongoing operating profit increased 16%. The incfease was pri¬ 
marily due to new unit development. 

CONSOLIDATED CASH FLOWS 

Net cash provided by operating activities increased 
53^1 miilion toS332 million. The increase was primariiy dueto 
the collKTion of recervahtes established in 2000 and the absence 
of the unusual charges taken in 2000 related to the AmenServe 
bankruptcy reorgani;>ation process. “Excluding the AmeriServe- 
relatecJ items, cash provided by operatirtg activities was S7D4 
million versus 1734 miliion in 2000., See Note 22 for a discus- 
sian or the AmerrServe bankruptcy reorganizatiDn process. 

In 2000. net cash provided by operating activities decfeased 
174 million to 1491 million. The decrease was primarily due to 
unusual charges related to the Amen Serve bankruptcy reor- 
gani^at.'on process and the related use of working caprtal. The 
primary driver of the net use of working capital was an increase 
in receivables arising from the AmenServe bankruptcy reorgan¬ 
ization process, which resuited in a net use of working capftal 
of approximately %\35 million, Excluding these Anner^Serve- 
refated items, cash from operating activities increased by 
3143 million to 1734 million. This increase was driven by a lower 
reduction of our working capital deficit than m 1999. 

Our working capital deficit, excluding cash and cash equiv¬ 
alents, short-term investments and short-term borrowings, is 
typical of restaurant operations where a majority of sales are for 
cash while payment to suppliers carry longef payment terms, 
generally from 10-30 days. The bwer working capital deficit 
reduction m 2000 is the result of refranchising ssgnificantfy fewer 
restaurants in 2D00 versus 1999, part-ialty offset by a change in 
payment terms in our food and supply distribution agreement 
from 30 to 3 5 days. 

Net cash used in investing activities was S503 million 
versus $237 milJiorr in 20Q0. The increase in ca^h used was pri- 
marjfy due to lower gross rrf ran chising proceeds as a result of 
selling fewer restaurants m 2001 and increased acquisition and 
capital spending. The increase was partially offset by lapping the 
fundin-q of a debtor-in-possession revolving credit facility to 
ArTietiServe m 2000. 


In 2000, net cash used m investing aaivities was S237 mih 
lion versus net cash provided of 1522 million tn 1999. The 
decline m cash flow from investing activities was primarily due 
to lower gross refranchtsing proceeds as a result of selling fewer 
restaurants to franchisees m 2000 versus 1999, increased capi¬ 
tal spending felated to development and funding of a 
debtor-in-possession revolving credit facility to AmeriServe. 

Although we report gross proceeds in our Consolidated 
Statements of Cash Flows, we also consider refranchising pro¬ 
ceeds on an "af ter-tax'" basis, We define afler-tax ptoceeds as 
gross refranchtsing proceeds le$s the settlement of working cap¬ 
ital liabilibes (primanSy accounts payable and property taxes) 
related to the units refranchised and payment of taxes on the 
gains. The after-tax prcMieeds can bf used to pay down debtor 
repurchase shares. .After-tax proceeds were approximately 
190 milkon in 2001 which reflects a 65% decrease frorn 2000. 
Th(5 decrease was due to the refranchising of fewer restaurants 
in 2001 versus 21X^0. .After-tax proceeds were approximately 
$261 million in 2000, a 62% decrease versus 1999. This 
decrease was also due to refranchising fewer restaurants in 
2000 than 1999. 

Net cash used in financing activities was $352 million 
compared to S207 mriiron in 2000- The increase in cash used 
is primarily due to 
higher repayment of 
debt partially offset 
by fewer shares 
repurchased in 2001 
compared to 2000. 

in 2000, net 
cash used m financ¬ 
ing activities decreased to S207 million versus $t .I bilNon in 
1999 due to lower debt repayments. Less cash was available br 
financing activities in 2000 due to lower cash flow from oper¬ 
ating and investing activities, as described above. 

in February 2001, our Boatd of Directors authorized a new 
share repurchase program. This program authonres us to repur¬ 
chase. through February 14. 2003. up to $300 millaon of our 
outstanding common stock (excluding applicable transaction 
fees). During 2001, we repurchased approximately 2.4 million 
shares for approximately $ 100 million. See Note 19 for a dis¬ 
cussion of the share repurchase program. 

In 1999, our Board of Directors authorized the repurchase 
of up to $350 miliion of our outstanding common stock (exclud¬ 
ing applicable transaction fees). This share repurchase program 
was completed in 2000. During 2000, we repurchased over 
6.4 miJIion shares for apprD.ximatefy $216 million. See Note 19 
for a discussion of the share repurchase program. 


I We repaid 
$300 million of 
debt in 2001. 
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FINANCING ACTtVITIiS 

As more fully discussed in Note 12, our prim^fy b^nk credit 
dqreement, as amended, is comprised of a senior, unsecured 
Term Loan Facility and a SI.75 billion senior unsecured 
Revolvino Credit Facility, which reduced from %3 billion as 
part of the amendment discussed belo^v (coHective’ly referred to 
as the "Credit Facilities"). The Credit Facilities mature on 
October Z, 2002 At December 29, 2001. we had unused 
Revolving Credit Facility borrowings available aggregating 
52 7 billion, net of outstanding letters of credit of 10.2 billion. 

■Amounts outstanding under our Credit Facilities of JS36 
■million at December 29, 2001 have been classified as short-term 
borrowings vn the Consolidated Balance Sheet due to the 
October 2002 maturity. Wc are currenity in negotiations tn 
replace the Credit Facitities prsot to the maturity date with nw 
borrowings, which will reflect the market conditions and terms 
available at that time. 

The Credit Facilities subject us to certain mandatory princi¬ 
pal repayment obligations, including prepayment events as 
defined m the credit agreement. Interest on the Credit Facilities 
is based principally on the London Interbank Oflered Rate 
("LIBOR") plus a variable margin factor, therefore, our borrpw- 
ing costs fluctuate depending upon the vglatility in UBOH. 

On February 22, 2002, we entered into an agreement ta 
amend certain terms of our Credit Facilities This amendment 
provides for, among other things, additicma'l fleKibrIity with 
respect to acquisitions and other investments In addition, we 
voluntarily reduced our maximum borrowings under the 
Revolving Credit Facility from 19.0 billion to SI.75 billion. As a 
result of This amendment, we capitalized debt costs of approx- 
imatdy 11.5 million, n^ese costs will be amortized into interest 
expense over the remaining Ufe of the Credit Faolities. 

We issued S85D mil lion of unsecured Notes m 2001. The 
issuance included 1200 million of S.5% Senior Unsecured Notes 
due Ap^il 15, 2006 and S650 million of 8 &7S% Senior Unsecured 
Notes due April 15, 2011 We used the proceeds, net of issuance 


costs, to reduce amounts outstanding under the Credit Facilities. 
We still have 1B50 million available for issuance under a 12 bil¬ 
lion shelf registration See Note 12 for further discussion. 

We use derivative financial mstrumenls, including interest 
rate swaps, to lower interest expense and manage our exposure 
to interest rate risk. See Notes 2 and 14 as well as aur rtiarket 
risk disclosure for further discussion of our interest rate risk. 

CONSOLIDATED FINANCIAL CONDITION 

Assets increased SZ39 million or 6% to J4.4 billion The 
increase was primarily attributable to a net increase m property, 
plant and equipment dtiven by capita! spending and acquisitior^ 
m excess of depreciation, refranchismq and disposition of assets. 
The fait value of derivatives recorded as a result of the adoption 
of Statement ol Financial Accounting Standards No. 133 
"Accounting for Derivative Instruments and Hedging Activities" 
("SFAS t33M also contributed to the increase. These increases 
were partially offset by a reduction m net receivables pnmanly 
related to the AmeriServe bankruptcy reorgantzation process. 

Uabilities decreased SlS7 million or 4% to 14.3 billion 
The decrease was primarily attributable to net paydown of debt, 
partially offset by increases related to the adoption of SFAS 133. 

LIQUIDITY 

Operating in the QSR industry allows us to generate substantial 
cash flows from the operations of our company stores and from 
ourfranchi&e operations, which require a limited TRICON invest* 
ment in operating assets. Typically, our cash flows include a 
significant amount of discretionary capital spending. Though a 
decline in revenues could adversely impact our cash flows from 
operations, -we believe our operating cash flows and our ability 
to adjust discretionary capital spending and borrow funds will 
aliow us to meet our cash requirements in 2002 and beyond. 

Significant contractual obligations and payments A5 of 
December 29, 2001 due by year include: 

UfiS Ihan 

1 Year 1’3 Years 4.^ Ye*r> Ther^ar'ler TDTdJ 


Long-term 

Shnri-i^ m txyrrnfwinrii 

S537 

1S1 

S 2 

E5S1 

S 900 

3 L990 
ISl 

□ttiT Gxcludinq capiljl ledsp^ 

bSB 

2 

55 7 

900 

2,141 

Operating ledses.”"" 

221 

3E3 

294 

893 

tJ91 

CapiLdI 

11 

22 

17 

E7 

137 

FranrTiiFiee financing abkrjalions 

15 

14 


■— 

29 

CDnirdCTual obligations 

S935 

S421 


ll.flfiO 

14.098 


id'i Excludes rhe denyaciye irrslrumeni .iidiiiitmenl. whicri i& ducuHed m rJciie 14 

i.bj nlj^odiions. which Vy?wn an d norninal hays.. iel,:i[e operat'ipo drvj caplcal Isaws Iik rifJiOirfwjnatEly 4.4nD resiauraniL. 


SS 











See ^iote 13 for a dis.cu$ 5 ion of short-term borrowings and long¬ 
term debt and Note 13 for a discussion of leases. 

In addition, we have certain othei commeroal commit¬ 
ments where payment is contcnqent upon the occurrence of 
certam events. As of December 29, 2001, the maximum exp^)- 
sure under commercial commitments, which are shown 
on a nominal basis, include: 


Coritinijeni liablities assotiai^d with l&ase a^igriments % 435 

Standby lettBr^ ot credit^' 204 

Guarflntee& of urKonsolidla^ea affiliatQs' deiit 12 

Other commercial commitmefits 44 


(^S intluEies IS? millicin nelflrpd 1t5 quararvrieijn]? tindncul drMiyjymer.ts of francl’.iMK, 
v^tiich are by rtand-ty letser*. cf cr«fit 

See Notes 12 and Z2 for a further djscussion of tee commitronts. 

Our uncon$olii:fated affihates afso have tong-temn debt out¬ 
standing As of December 29, 2001 this debt totaled 
approximately St34 million, our share of which was approxi¬ 
mately S&fi million. As noted above, v've have guaranteed 
S12 million of this total debt obligation. Our uncomolidated 
affiliates had totaiE assets of over S90D million as of year-end 
2001 and total re^^nues of approximately 41.6 billion m 2001. 

OTHER SIGNIFICAMT KNOWN EVENTS, TftENOS 
OR LTNCERTAINTIES EXPECTED TO IMPACT 
3002 ONGOCNG OPERATING PROFIT COMPARISONS 
WITH 2001 

Euro Conversion 

Twelve of the fifteen member countries of the European 
Economic and Monetary Union adopted the Euro as a comnion 
legal currency. We have Company and franchise businesses in 
the adopting member countries. Beginning January 1, 2Q02* 
new Euro-denominated bills and coins were issued, and a tran^ 
sition period of two months began During the tiansition period 
local currencies were removed from circulation. We took actions 
to mitigate our risks related to the Euro conversion efforts 
including the rollout of £urp-ready point-of-sale ("POS'-) equip¬ 
ment and back-of-bouse hardware and software We have not 
experienced any significant issues or unexpeaed business prob- 
lems resulting from the Euro conversion. Given the absence of 
any significant problems to date, we do not expect Euro con¬ 
version issues to hr3ve a materiaf adverse effect on TRICON's 
operations or financial resuhs in 2002. 

Expenditures associated with our conversion efforts totaled 
approximatelv 45 million of whrch S3 million was incurred dur¬ 
ing 2001. Approximately 30% of these costs related to capital 
expenditures for new POS equipmenit and back-of-house hard¬ 


ware and software. The remaining expenditures were mainly 
related to consulting expenses for initial impact studies and head 
office accounting systems. We do no-t expect to incur significant 
Europe Id ted expenditures m 2002. 

Consumer acceptance of the Euro has not significantly 
impaaed our business to date From a competnive perspective, 
we contmue to ass,$ss the impact of product price transparency, 
potential raraons to our product bundling strateg^es, and the cre¬ 
ation of Euro-fnendly price points. We do not believe that these 
activities will have sustained adverse impacts on our businesses 

Ntw Accounting Pronouncements 

See Note 2. 


QUANTITATIVE AND QUALITATIVE DISCLOSURES 
ABOUT MARKET RISK 

The Company is exposed to financial market risks associated 
with interest rates, forergn currency exchange rates and com¬ 
modity prices. In the normal course of business and m 
accordance with our policies, we manage these risks through a 
variety of strategtes, which indude the use of derivative finan¬ 
cial ar>d commodljty mstfuments to hedge our underlying 
exposures- Our policies prohibit the use of tierivaiive instruments 
for trading purposes, and we have procedures in place to mon¬ 
itor and control their use,. 

Interest Rate RE$k 

Our primary market risk exposure is to changes in interest rates, 
principally in the United States. We attempt to minimise this risk 
and lower our overaH bonowing costs through the utiiisiaticin of 
derivative financial instruments, prfmarrly interest rate swaps. 
These swaps are entered into wnh financial institutions and have 
reset dates and crrtical terms that match those of the underly¬ 
ing debt. Accordingly, any change m market value associated 
with interest rate swaps is offset by the opposite market impact 
on the related debt. 

At December 29, 2001 and December 30, 2000, a hypo- 
theticaJ 100 basis point increase in short-term interest rates 
would result in a reduction of 44 milfion and 419 milFion, respec¬ 
tively, in annuaJ income before taxes. The estimated reductions 
are based upon the unhedged portiorv of our variabJe rate debt 
and assume no changes in the volume or composnion of debt. 
In addition^ the fair value of our interest rate swaps at December 
29, 2001 and December 30. 2000 would decrease approxi- 
mateHy 45 mHlion and 411 million, respectively. The fair value of 
our Senior Unsecured Notes at December 29, 2001 ancf 
December 30. 2000 would decrease approximately S72 million 
and 425 million, respectively. The significant change rn the 
decrease of the fair market value between 2001 and 200D was 
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pnmaniy due to the additional Senipr Unsecured Notes issued 
in 2001. Fair value was determined by discounting the prcyected 
cash flow^. 

Foreign Currency Exchanige Rate Si$k 

International onqoLng operatinq profit constituted approximately 
131% dnd 29% of our 2001 and 2CKK1 onqoinq operatinq profit, 
respectiv^ely, eKC^udinq unallocated and corporate expenses and 
foreign exchange net loss. In addition, the Company’s net asset 
exposure {defined as fareign currency assets less foreign cur¬ 
rency liabilities) tOt.aled approximately S1 billi-on and 1900 million 
as of Oecember 29, 2001 and December 30, 2000, respectis/ely. 
Operating in international markets exposes the Company to 
movements tn foreign currency exchange rates. The Company's 
prjmary exposures result from our operations in Asia-P^ific and 
Europe. Changes m foreign currency (Exchange races would 
impact the translation of our investments in foreign operatrons, 
the fm value of our foreign currency denominated financial 
instruments and aur reported foreign currency denominated 
earnings and cash ilos-^/s. 

We attempt to mmimtze the exposure related to our invest¬ 
ments m foreign operations by fin^incing those mvesimenis with 
local currency debt when practkak In addition, we attempt to 
irifnimize the exposure related to foreign currency denominated 
hnancidi mstrumenfs by purchasing goods and ser^/icc^ from third 
parlies m local currencies when piaclical Consequently, foregn 
currenq/* denonninated finartcial instruments consist primarily of 
intercompany short-term receivabtes and payables. At times, we 
utilize forward contraas to reduce our risk ef^posure related to 
these foreign currency denoiminated financial instruments. Tlie 
notional amount and maturity dates of these contracts match 
those of the underlying receivables or payables such that our 
foreign currency exchange risk related to these instruments is 
eliminated. On a limited basis, we utilize toward contracts in 
order to reduce our risk exposure related to certaii^ fore:gn cur¬ 
rency denominated cash flows from royalties. Therp were no 
Such forward contracts outstanding as of December 29, 2001. 

Commodity Price Risk 

We are subject to volatility in food costs as a result of market 
risk associated with tammodity prices. Our ability to recover 
increased costs through higher pricing is, at times, Icmited by the 
competitive environment in which we operate. We manage our 
exposure to Ehis risk primarily through pricing agreemients as 
\.ve11 as, on a limited basis, commodity future and option con¬ 
tracts. There were no commodity future and option contracts 
outstanding at December 29, 2001, and those outstanding at 
December 30, 2000, were not significant to the ConsoJidated 
Fipiancial Statements. 


CAUTIONARY STATEMENTS 

From time to time, in both written reports and oral statements, 
we present '"forward-looking statements"' Within the meaning 
of Section 27A of the Securities .Act of 1933, as amended, and 
Section 21E of the Securities Exchange Act of 1934, as 
amended. The statements include those iidentified by ^uch 
words as "may," "will,'" ^'expect/^ ''anticipate," "believe," 
"plan" and other similar terminology. These 'Torward-looking 
statements" reflect our current expeaation-s regarding future 
events and operating and financial performance and are based 
upon data available at the time of the statements. Actual resulss 
involve risks and unceriainties, including both those specific lo 
the Company and those specific to the industry, and could dif¬ 
fer Tnaterially from expectalions. 

Company risks and uncertainties include, but are not lim¬ 
ited to, potentially substantial tax contingencies related to the 
Spin-off, which, if they occur, require us to mdemniSy PepsiCo, 
Inc., our subst.antial debt leverage and the attendant potential 
restriction on c?ur ability to borrow m the future, as well as our 
substaniial interest expense and pnncipat repayment obligations, 
OUT ability to replace or refinance the Credit Facilities at reason¬ 
able rates; potential unfavorable variances between estimated 
and aciuai liabilities including the liabitities related to the sale of 
the non-core businesses; our ability to secure alternative distri¬ 
bution of products and equipment to our resiaurants and our 
ability to ensure adequate supply of restaurant products and 
equipment in our stores; our ability to complete our Euro con¬ 
version plans or the ability of our key suppliers lo be 
Euro-compliant; the ongoirig financial viability of our franchisees 
and licensees; volatility of actuanahy determined losses and loss 
estimates and adoption of new or changes in accounting poli¬ 
ties and practices including pronouncements promulgated by 
standard sening bodies. 

Industry risks and uncertainties include, but are not limited 
lo, global and local business, economic and political conditions; 
legisladon .and governmental regulation, competiiof activities; 
success ol operating initiatives and advortisinq and promotional 
efforts; volatility of commodity costs; increases m minifFium 
wage and other operating costs, availability and cost of land and 
construction; consumer preferences, spending patterns and 
demographic trends; political or economic insiability in loqaJ 
markets and changes in currericy exchange and intenesi rates. 
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Consolidated Statements of Income 

x^rirg e.'sded £>KEmbff 29.200 J, D&csmbsr JDl 2000 Decembf^ 25. i ^^9 


{'in miWranL ejTi^eip^ ^>^'ihonG db 2001 2000 


Revenues 




Cornpi^ny sa3es 

5 6,138 

56,305 

J 7,099 

Franchise and licsns^ fees 

SIS 

783 

723 



7.0^3 

7,822 

Costi and Expenses, net 




Company restauranb 




Food and paper 

i.9De 

1.942 

2.23S 

Payiall and empiDyee berrefits 

1.666 

1.744 

1.956 

Occupancy and other opecatinq expenses 

i.&sa 

1,665 

1.fi14 


5.232 

5,351 

6.008 

General and adrnioistrati'.io expenses 

79& 

SiU 

895 

franchise and license expenses 

59 

■19 

25 

Other (income) expense 

im 

(25) 

(16) 

Factlity actions nei fosa 

1 

(176) 

(381) 

Unusual items (income) expense 

(3) 

204 

51 

Total costs and expenses, net 

6.G62 

6,233 

6,532 

Opttfsting Profit 

891 

860 

1.240 

Interest, expense, nel 

isa 

176 

202 

Income Before fncomt T^ixes 

733 

6S4 

I.03S 

Income Tex Provision 

241 

271 

411 

N«f Income 

5 A92 

$ 413 

$ 627 

Ba«Fc Esrnlnga Par Common 5har« 

5 3,^6 

$ 2.81 

$ 4,09 

Diluted EAmingj P«r Common $harc 

S 3.24 

S 2.77 

} 3.92 


5ee jccompiftyinq Wo'.fs to ConKyidflifcl Firwndsl SEitemwts 
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Consolidated Statements of Cash Flows 

FiiTiii' )¥£Y3 enckivj' i>^n:embEr J 9. 20Uf, iI^Ect'rDbt-*' 30. 2CClC> drtJ D^tember 25. J 


(io 

2001 

2000 

1999 

Cash Flows - OpisraTing AclMtlcs 




Net mconfie 

$ 492 

S 413 

% B27 

Adjustmenis io reconcile net income to net cast^ provideil 




by operating dctisritles: 




Depreciation and amortization 

354 

354 

3B6 

Facility actions n.et loss (q^in) 

1 

(176) 

(381) 

Unusual items 

(6) 

12D 

45 

Other liabilities and deferred credits 

til) 

5) 

S5 

Deferred income tastes 

{723 

(51) 

(IS) 

Ottier nan-cash charges and credits, net 

IS 

43 

66 

Changes ip operating working capital, ewiludinq effects of 




acquisitions and dispositions: 




Accounts and notes receivable 

HE 

(161) 

QB) 

Inventarves 

(E) 

11 

6 

Prepaid expenses and other current assets 

(3) 

(3) 

tn; 

Accounts payable and other current liabilities 

{13) 

(94) 

(215) 

Income taxes payable 

(33) 

40 

23 

Net change in operating working capital 

59 

(207) 

(227) 

Net Cjfch fh-pvlded hy Op«ratEng Activities 

&32 

49! 

SS5 

Cash Flows - lnvfistlfi .9 Aetivitici 




Capital spending 


(572) 

(470) 

Proceeds ffom relranchising of restaurants 

111 

381 

916 

Acquisition of restaurants 

(IDB) 

(24) 

(6) 

AmeriServe funding, net 

— 

(70) 

— 

Short-iemi invesirtients 

27 

(21) 

39 

Sales of property, plant and equipment 

57 

64 

51 

Other, ^e^ 

4S 

5 

( 8 ) 

Nef Cash (Used In) Providad by Inve^sfing Activities 

t503> 

(237) 

5.22 

Co*h Ftowi ^ Financing Activities 




Proceeds from Senior Unsecufed Notes 

&42 

— 


Revolving Credit Facility activity, by ongrnaf matunty 




Three months ot less, net 

(943) 


(860) 

Proceeds from long-term debt 

1 

— 

4 

Repayments of long-term ctebs 

(2S9) 

m 

(ISO) 

Short'ierm borrowingB — three months or less, net 

5B 

(n) 

21 

Repurchase shares of common stock 

(100) 

(216) 

(134) 

Other, net 

4a 

37 

30 

N«f Caih Used in Financing Activities 

(352J 

(207) 

(1,119) 

Effect of Exchange Rate Changei on Cash and Cash Equivalents 

— 

(3) 

— 

Net (Decrease) Increase In Cash and Cash Equhralcnti 

(23) 

44 

(32) 

Cish and Cesh Equivalents - 6 cg 1 rintng of Vear 

113 

39 

12! 

Cash, and Cash Equivalents - End of Year 

S 110 

% 133 

S 89 


See rj;:<<irriiJi3rTyinq Nftieii lo CorqqTKliied Finjixvil ^^stemenij; 
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Coasolidated Balance Sheets 

D^r^ntnr 700 \ ID. 2DG0 


i'ln ^rnlkhiii^ 


20Cn 

200D 

ASSETS 

Cyrrenf Assets 

Cr3ih dnd «sh equivdfenis 


S 110 

1 133 

Short-term investments, at cost 


35 

63 

Accounts and notes receivable, fes-s aiFow^ncf: 177 jn 2001 
and $S2 in 2000 


175 

302 

inventories 


56 

47 

Prepaid e;<penses and other current assets 


92 

66 

Deterred income tdix assets 


79 

75 

Tefal Current A^scti 


547 

&8S 

Property, pl-^nt and equipment, net 


2,777 

2.540 

Intangible assets, net 


45& 

419 

Investments in unconsolidated affiliates 


213 

257 

Other assets 


393 

245 

Tutfll Assets 


S^4.3SS 

14,149 

LfABILITIES AND SHAftEHOiDEftS' EQUITY CDEFIC(T) 

Current iFabUlHtJS 

Accounts payable and other curfem liabilitres 


S 995 

J 97S 

Income taxes payable 


114 

14S 

Short-term borrowings 


696 

90 

Tfital Currenr LfabIliHe« 


1,805 

1,216 

Long-term debt 


1.5S2 

2.397 

Other liabilities and deferred credits 


927 

84B 

Deferred income taxes 


— 

TO- 

Tutoi LlabilitFea 


4.204 

4.4 7 T 

Shareholders' Equity (Dcnolt) 

Preferred stock, no par value, 2S0 shares authorized, no shares issued 




Common stock, no par value. 750 shares authorized; 146 and 147 shares 
issued m 2001 and 2000, respectively 


1.097 

1,133 

Accumulated defjcJt 


(786) 

{1,278) 

Accumulated other comprehensive income (loss) 


(207) 

<177) 

Total ShBWhntderi" Equity (Dffficlt) 


104 

(322) 

Total Liabilifieg and 5h.arehold«r$'^ Equity (Deficit) 


S4,38B 

14,149 


See *‘.ccfnpflnvinc| Notes io Cn^cilidated h?unti.al Siatement; 
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Consolidated Statements of Shareholders' Equity 
(Deficit) and Comprehensive Income 

FT5r4ll Derembp? 2^. 2[X> l {>fCcrnfcMy 2090 tjrsd DiKemtie*' 2^ 1 


Accumulated 

Other 

iSiSued Commcrn Sto ck Accurnmldied ComprehErrsive 


(Tn 

Shares 

Amount 

Defkif 

Income (Loss) 

Totdl 

Balance es DecGmber 26. 199& 

153 

3 1.305 

S(2,3T8) 

$(150) 

_ 1(1 J63} 

Net mcoitte 



627 


627 

Foreign currency trensldtion adjuslment 




15 

15 

Msnimu*nfi pension liability adjustment 






(net of last of 11 mill ion) 




2 

2 

Comprehensive Income 





644 

Adjustment to opening equity related to 






net advances from PepsiCo 


7 



7 

Repurchase of shares of con-imon stock 

(3) 

(134) 



(1341 

Stoclt option estercises 






(ifidudes tasi. benefits of 114 million) 

1 

39 



39 

Compensaticini-relaied events 


47 



47 

Balance at December 25.1999 

15T 

$t,2&4 

sn,691] 

t<133J 

S (56Q) 

Net income 



413 


413 

Foreign currency translation adiustment 




(44) 

(44) 

Comprehensive Income 





369 

Repurchaseof shares of common stock 

(6) 

(216) 



(216) 

Stock option exercises 






(includes tax benefits of S5 million) 

2 

46 



46 

Compensalion-reletod events 


39 



39 

Balance at December 30, 2000 

147 

$t,133 

Itl.278.1 

t077) 

i (32 Z) 

Net income 



492 


492 

Foreign currency Iran station adjustment 




(5) 

(S) 

Net unreatised loss on derivative instruments 






(netof tax benefits of Si million} 




(1) 

(1) 

Minimum pension liability adjustment 






(net of tax benefits of 314 mi If ion) 




(24) 

(24) 

Comprehensive Income 





4£2 

Repurchase of shares of common stock 

O) 

tloo) 



(100) 

Stock optior'k exerOiSes 






{includes tax benefits of i13 milliorii) 

2 

SB 



58 

Compensation-felated events 


6 



e 

SalAnce &t Decfimbar 29, 2001 

146 

S 1,097 

S (7S6) 

S(207J 

S 104 


See accampanvinqi Noitt to ConsolKidced Fir-ancial 
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Notes to Consolidated Financial Statements 

O'TiyyTiCs in except 


DCSCRIPTiON OF BUSINESS 

TRICON Global Restaurants, Inc and SubsFdiaries (coll^ctwely 
referred to as "TRICON" or th^ "Cornpany'^} is comprised of the 
wofldwide operations of KFC, Pi^za Hut and Taco Bell (the 
""Concepts") and is the world's largest quick seivice restaurant 
company based on the number of system units, with over 
30.000 units in more than 100 countries and territories. 
Approximately 36% of our system units are located outside the 
U.S. TRICON was created as an independent, publicly owned 
company on October 6, 1997 (the "Bpin-off Dale") via a tax- 
free distribution by our former parent, PepsiCo, Inc. ("PepsiCo'^), 
of our Common Stock (the "Distnbytron" or '"Spin-off’) to 
Its shareholders. References to TRICON throughoul these 
Consolfdated f inancial Statements are made using the first per¬ 
son notations of *'we/' "us " or "our." 

Through our widely-recognized Concepts, we develop. 
Operate, franchise and license a system of both iradstFonal and 
oon-t/aditFOoal quick service restaurants. Each Concept has pro¬ 
prietary menu items and emphasizes the preparation of food 
with high quality ingredients a$ well as unique recipes and spe¬ 
cial seasonings to provude appealing, tasty and attractive food 
at competitive prices. Our traditional restaurants feature dine- 
in, carryout and, in some instances, drive-thru or deFivery senraie. 
Non-traditional units, which are principally licensed outlets, 
include express units and kiosks which have a more limited 
menu ancF operate in non-trarfitional locations kke dirpons, gaso¬ 
line service stations, convenience stores, S-tadiums, amusemenl 
parks and colleges, where a full-scale traditional outl-et would 
not be practical or efficient. We are actively pursuing the s-trat- 
egy of multibranding, where two or more of our Concepts are 
operated in a single restaurant unit. In addition, we are testing 
mu it I bran ding options involving one of our Concepts and a 
restaurant concept not owned or affiliated with TRICON. 


NOTE 


mi 


SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 


Our preparation of the accompanying Consolidated Financial 
Statements in confo-rmity with accounting principles generally 
accepted in the U.S. requires us to make estimates and assump¬ 
tions. chat affect reported amounts of assets and liabilities, 
disclosure of contingent assets and liabilities at the date of the 
finanaa! statements, and the reported amounts of revenues and 
expenses during the reporting period. Actual resuEts could dif¬ 
fer from the estinriates. 


Principles of Con$olFda!lon and of Preparation 

Intercompany accounts and transactions have been ellTninated. 
Investments in businesses m which we exercise significant 
inf luenice but do not control are accounted for by the equity 
method. Our share of the net income or loss of those uncon¬ 
solidated affiliates and net foreign exchange gams or losses are 
included in other (income) expense. 

Rfr&al Year 

Our fiscal year ends on the la$t Saturday in December and, as a 
result, a fifty-third week is added every five or six years. Fiscal 
year 2000 included 55 weeks. The f ir$t three quarters of each 
fiscal year consist of 12 weeks and the fourth guaiter consists 
of 17 weeks m fiscal years with 53 weeks and 16 weeks in fis¬ 
cal years with 52 weeks Our subsidiaries operate on similar fiscal 
calendars with period end dates suited to their businesses. The 
subsidianes' period e nd dates a re within one week of TRIG ON 's 
period end date with the exception of our international busi¬ 
nesses, which close one period or one month earfier to facilttate 
consolidated reporting. 

PeclAs»mcationG 

V^/e have reclassified certain items in the accompanying 
Consolidated Financial Statements and Notes thereto for prior 
periods to be comparable with the classif ication we adopted for 
die fiscal year encted December 29, 2001. These reclassifications 
had no effect on previously reported net income. 

FrtinchlGe and Lfeens# Op^ratlona 

We execute franchise or license agreements for each point of 
distribution which sets out the terms of our arrangement with 
the franchisee or licensee Our franchise and certain license 
agreements require the franchisee or licensee lo pay an initiaL 
non-mefundable fee and continuing based upon a percent¬ 
age of sales. Subject to our approval and payment of a renewal 
tee, a franchisee may generally renew the franchise agreement 
upon Its expiration. 

We recognize initial fees as revenue v/hen we have per¬ 
formed substantially all initial services required by the franchise 
or license agreement, which is generally upon opening of a 
store. VVe recognize continuing fees as earned with an appro¬ 
priate provision for estimated uncolEectible amounts, which is 
ifiduded in franchise and license expenses. We recognize 
renewal fees in income when a renewal agreemenr. becomes 
effective. We include initial fees collected upon the sale of a 
restauranttoa franchisee in relranchising gams (losses). Fees for 
development rights are capitalized and amortized over the life 
of the development agreement 
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We incur e^tpenses Thdi benefit both om franch^se and 
license communities and their representative ori^anlzatsons and 
ourcompiany-operdted restaurants- Fhese expenses, along v^ith 
other costs ol saies and sen/iCing of franchise and license agree¬ 
ments are charged to general and acSmimstrative expenses as 
incurred Certain direct costs of our franchise and kcense oper¬ 
ations are charged to franchise and license expenses. These costs 
include provisions for estimated uncollectible fees, franchise and 
license marketing funding, amortFzation expense for franchise 
refated intangible assets and certain other direct incremental 
franchise and license support costs. Franchise and license 
expenses afso includes rent income fromi subleasing restaurants 
to franchisees net of the related occupancy costs. 

We monitor the financial condition of our franchisees and 
licensees and record provisions for estirriated losses i:jn receiv¬ 
ables when we believe that our franchisees or licensees are 
unable to make their requrred payments. While we use the bett 
information available in n^akmq our determination, the ultimate 
recovery of recorded receivables is also dependent upon future 
economic events and other conditions that may be beyond our 
control. I^cludt^d in franchise and license expenses are provisicms 
for uncolleaiblefranchise and license receivahies of 524 mrllion, 
S30 million and million in 200t, 2&00 and 1999, respeai’i'ely. 

Direct Marketing Costs 

We report substantialiy afS of our direct marketjnq costs in occu¬ 
pancy and other operating ejq;ienses. We charge direct marketing 
costs to expense ratably in relation to revenues over the year in 
which incurred and, in the case of advertising production cosis, 
in the yea^r first showri, Deferred direct marketing costs, which 
are classified as prepaid expenses, consist of media and related 
advertising production costs vvhich wilS generally be used for the 
first time in the next fiscal year. To the extent we participate in 
independent advertising coopefatives, we expense our contri¬ 
butions as incurred. At the end of 2001 and 2000, we had 
deferred marketing costs of %2 million and SS milhorr, respec¬ 
tively. Our advertising expenses were S323 million, million 
and 5385 million ir^ 2001, 2000 and 1999, respectively. 

R«3«arch and DevelopExpens^e 

Research and development expenses, which we expense as 
incurred, were J28 million in 2001 and 524 millign in both 2000 
^nd 1999. 

Rcfrfln chi sing Gains Cio&s«3) 

Refranchismg gams (losses) includes the gains or losses from the 
sales of our restaurants to new and existing franchisees and the 
related initial franchise fees, reduced by transaction costs ano 


direct administrative costs of relranchising In executing our 
refranchising initiatives, v^re most often offer groups of restau¬ 
rants. We rec[>gn!i 2 e gains or^ restaurartt refranchiSinqs when the 
sale transaction doses, the franchisee has a minimum amount 
of The purchase price m at-risk equity, and we are satisfied that 
the franchisee can meet its financial obligations. If the criteria 
for gain recognition are not met, we defer The gam to the extern! 
we have a remaining financial obligation m connection with the 
sales transaction. Deferred gams are re[:oqnized when these cri¬ 
teria are met or as our financial obligation is reduc<?d. We only 
consider stores '‘held for disposal" when they are expected to 
be sold at a loss. We recognize estimated losses on restaurants 
to be refranchised and suspend depreciation and amortization 
when (a) we make a decision to refranchise; (b) the estimated 
fair value less costs to sell is less than the carrying amount of the 
stores, (c) the store'i can be immediately removed from opera¬ 
tions, and (d) the sale is probable within one year When we 
make a decision to retain a store previously held for refranchis- 
mg, we revalue the $tOre at the lower of its net hook value at 
our original disposal decision date less nomal depreciation and 
amortization during the period held tor disposal or its current 
fair market value This value becomes The store's new cost basts. 
We charge for credit) any difference between the store's carry¬ 
ing amount and its new cost basis to refranchisinq gams (losses) 
When we make a decision to close a store previously held for 
refranchising, we reverse any previously recognized refranchis- 
mg loss anid then record the store closure costs as described 
below. For groups of restaurants expected to be sold at a gain, 
we typically do r^ot suspend depreciation and amortization until 
the sale is probable. For practical purposes, we treat the dosing 
date as the point at which the sate is probable. RefrancNsing 
gams (losses) also include charges tor estimated exposures 
related to those partial guarantees of franchisee loan pools and 
contingent lease liabilities which arose from relranchismg achv- 
ities These exposures are more fully discussed m Note 22. 

Sfore Closure Costs 

We recognize the impairment of a restaurant‘.s assets as store 
closure costs when we have closed or replaced the restaurcint 
Within the same quarter our decision is made. Store closure costs 
also include costs of disposing of the assets as well as other facil¬ 
ity-related expenses from previously closed stores. These costs 
are expensed as incurred. Adcfitionalty, at the date the closure is 
considered probable, we record a liability for the net present value 
of any remaming operating lease obligations subsequent to the 
Expected closure date, net of estimated sublease income, it any 


Consider.3bie msnagem^nt judgment is nece^^ry to esti¬ 
mate future cash flcriws, includm(} ^ublea^e income. Accordingly, 
actual results could vary significantly from the estimates. 

Impairment of Lonig^Llvacf Assets 

We review our lonq-lived a$5eis related to each- Testaurant to be 
held and used m the business, including any a3!oc.ated inrangi- 
bte assets, semi-annually for impairment, or whenever events Or 
changes in cifcumstances mdreate that the tarrying amount of 
a restaurant may not toe recoverable. We evaluate restaurants 
using a two-year history of operating losses" a^ our primary 
indicator of potential impairment. Based on the best informa¬ 
tion available, we write down an impaired restaurant to its 
estimated fair market value, which becornes its new cost basis. 
We generally measure estimated fair market value by discount¬ 
ing estimated fulure cash flows In addition, when we decide to 
close a store beyond the quarter m which the closure decision 
IS made, it is reviewed for impairment and depreciable lives 
adjusted. The impairmenT evaluation is based on the estimated 
casli flows from continuing use until the expected disposal date 
plus the expected terminal! vaiue. 

Considerabfe management judgment is necessary to esti¬ 
mate future cash flows. Accordingly, actual results could yaty 
siqnificarrdy from our estimates. 

Irnpalrment of Inwstments In Ufi^onsolldufcd 
Affiliates and EnterpHs*-level Goodwill 

Our methodoiogy for determining and measuring impairment 
of our investments m unconsolidated affiliates and eriterprise- 
level goodwill is simdar to the methodology we use for our 
restaurants except; (a) the re^cognition test tor an investmert m 
an unconsoltdated affiliate compares the carrying amount of our 
investment to a forecast of our share of the unconsolidated affil¬ 
iate's undiscounted cash flows after mferesT and taxes instead 
of undiscounted cash flows before rnterest and taxes used for 
our restaurants, and (b) enterprise-level goodwill ss generally 
evaluated at a country level instead of by individual restaurant. 
Also, we record impairment charges related to investments in 
unconsolidated affiliates whenever other circumstances indicate 
that a decrease in the value of an investment has occurred 
which IS other than temporary. 

Considerable management judgment is necessary to esti¬ 
mate future cash flows. Accordingly, actual results could vary 
siqmfi-cantly from our estirrrates. 

Cash and Ca$h Equivalents 

Cash equivalents represent funds we have temporarily invested 
(with original maturities not exceeding three months) as pait 
of managing our day-to-day operating cash receipts and 
disbursements 


Inventories 

We value our inventories at the lower of cost (computed on the 
first'in, first^iut method) or net realizable value. 

Property, Plant and Equipment 

We state property, plant and equipment at cost ^ess accumu¬ 
lated depreciation and amorli^ation, impairment writedowns 
and valuation allowances. We calculate depreciation and amor- 
lizatton on a straight-1 me basis over the estimated useful lives 
of ihe assets as folto^vs; 5 to 25 years for buildings and improve¬ 
ments, 3 to 20 years for machinery and equipment and 3 to 7 
years for capitalized software costs. As discussed further above, 
we suspend depreciation and amortJzaiion on assets felated to 
restaurants that are held for tfisposai 

Internal Development Costs and Abandoned 
Site Costs 

We capnalize direct costs associated with the site acqu^Sltlon 
and construction of a Company unit on that site, including direa 
internal payroll and payroM-relate-d costs and direct external 
costs. Only those site-specific costs incurred subsequer^t to the 
time that The Site acquisitron is considered probable are capitai- 
ized. We consider acquisition probable upon final site approval. 
If we subsequently make a determination that a site for which 
internal development costs have been capitalized will not be 
acquired or developed, any previously capitatized internal devel¬ 
opment costs are expensed and included rn general and 
administrative exper^ses. 

fntanglk^lt As&efs 

Intangible assets include both identifiable intangibles and good¬ 
will arising from the allocation of purchase prices of busmesses 
acquired. Where appropri^ite, intangible assets are allocated to 
Individual restaurants at the time of acqursdion. We base 
amounts assigned to ider^tihable intangibles on independent 
appraisals or internal estimates. Goodwill represents the resid¬ 
ual purchase price after allocation to all identifiable net assets. 
Our intangible assets are stated at historical allocated cost less 
accumulated amortization and impairment writedowns. We 
amortize intangible assets on a straight-lme basis as fcsllov^s' up 
to 20 years for reacquired franchise rights, 3 to 40 yeafs for 
trademarks and other identifiable intangibles and up to 20 years 
for goodwill. As discussed above, we suspend amortization on 
intangible a^ets allocated to restaurants that are heid for disposal. 

See "'New Accounting Pronouncements I4 ot Vet Adopted" 
for a discussion of the anticipated impact of Statement of 
Financial Accounting Standards r'SFAS“) No. 141, "Business 
Combmadons" TSFAS 141") and SPAS No. 142, ‘'Goodwill and 
Other Intangible Assets" (""SFAi 142") on ouf accounting for 
intangible asset$. 
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stock-Bdsed Employee Compensation 

We measure stock-based employee compensation cost for finarv 
ciat statement purposes in accordance with Accounting 
Principles Board ("APB") Ogmkon No. 25. "Accounting for Stock 
Issued to Employees," and its related interpretations. We irKturie 
pro forma information in Note 16 as required by SFAS No 123. 
" Accounting for Stock-Based Compensation" {"SFAS 123"). 
Accordingly, we measure compensation cost tor stock option 
grants to employees as the excess of the average market price 
of the Common Stock at the grant date over the amount the 
employee must pay for the stook. Our poky is to generally grar^t 
stock options at the average market price of the underlying 
Common Stock at the date of grant 

Derivative Financlaf In^itrumants 

Our policy prohibits the use of derivanve ?nstfuments for trad¬ 
ing purposes, and we have procedures m placp to monitor and 
control their use. Our use of derivative instruments has included 
interest rate swaps, collar^, forward rate agreements and for¬ 
eign currency forward contracts, In addition, vs-e utilisre on a 
limited basis, commodity futures and options contracts. Our 
interest rate and foreign currency derivative contracts are 
er^tered into with financial institutions while our commoditv 
derivative contracts are exchange traded 

Effective December 3l. 2000, w*e adopted SFAS No. 133, 
"Accounting for Derivative Instruments and Hedging Activities" 
("SFAS 133"). SFAS 1 33 requires that dil derivative instruments 
be recorded on the Consolidated Balance Sheet at fair value 
The accounting for changes m the fair value (i.e., gams or losses) 
of a derivative instrument is dependent upon whether the deriv¬ 
ative has been designated and qualifies as part of a hedging 
relationship and further, on the type of hedging relationship. 
For derivative iristruments that are designated and qualify as a 
fair value fiedge, the qatn or loss on the derivative instrument 
as well as the offsetting gain or loss on the hedged item attrib- 
utable to the hedged nsk are rerogriized m the results of 
operations. For derivative instruments that are designated and 
qualify as a cash flow hedge, the effective portion of the gam 
or loss on the derivative instrument is reported as a compor.ent 
of other comprefiensive income (loss.) f^'OCI"') and redisssified 
into earnings in the same period or periods during which the 
hedged transaction affects earnings. Any ineffective portion of 
the gain or loss on tfie derivative instrument is recorded in the 
results of operations immediately. For derivative instrurnents not 
designated as hedging instruments, the gam or loss is recog¬ 
nized in the results of operations immediately. The cumulative 
effect of adoptior^ of SFAS 133 was insignificant. For fiscal ^^ears 
prior to the adoption of SFAS 133. our treatment of derivative 
instruments was as described m the following paragrapKs. 


We recognized the interest differential to be paid or 
received on interest rate swap and forward rate agreements as 
an adjustment to interest ej^pense as the differential occurred 
Wp recognized ibe interest differential to l>e paid or rec.eived on 
an interest rate collar as an adjustment to interest expense wfien 
the interest rate (ell below or ro^ above the collared range. We 
reflected the recognized interest differential not yet settled in 
cash m the accompanying Consolidated Balartce Sheets as a cur¬ 
rent receivable or payable. 

Each period, we recognized in income foreign exchange 
gains and losses on forward contracts that were designated and 
effeaive as hedges of foreign currency receivables or payables 
as the differential occurred These gains or losses were largely 
offset by the corresponding gam or loss fecognized in income 
on the currency translation of the receivable or payable, as both 
amounts were based upon the same exchange rate^. We 
reflected ihe recognized foreign currency differential for fort-vard 
contracts not yet settled in cash on the accompanying 
Cansolidated Balance Sheets each period as a current receivable 
or payable. Each peood, w-e recognized in income the change in 
fair value of foreign exchange gains and losses on forward con¬ 
tracts that were entered into to mitigate the foreign exchange 
risk of certain forecasted foreign currency denominated royalty 
receipts. We refleaed the fair value of these forward contracts 
not yet settled on the Consolidated Balance Sheets as a current 
receivable or payable, if a foreign currency forward contract was 
terminated prior to maturity, the gain or loss recognized upon 
termination was immediately recognized in income. 

We deferred gams and losses on futures and options con¬ 
tracts that were designated and effective as hedges of future 
commodity purchases and included them in the cost of the 
related raw materials when purchased Changes m the value of 
futures and optvons contracts that we used to hedge compo¬ 
nents of our commodity purchases were highly correlated to 
changes m the value of the purchased commodity aUribuTable 
to the hedged component. 

New Accounting Pronouncements Not Yet Adopted 

In 2001, the Financial Accounting Standards Board ("FASB") 
issued SFAS 141, which supersedes APB Opinion No, 16. 
"Business Combinations." SPAS 141 eliminates thepooling-of- 
interests method of accounting for busini?ss combination^ and 
modifies the application of the purchaise accounting method. 
SFAS 141 also specifies criteria intangible assets acquired in a 
purchase Tnethod business combination must meet to be rec¬ 
ognized and reported separately from goodwill, The provisions 
of SFAS 141 were effective for transactions accounted for using 
the purchase method that were completed after lune SO, 2001. 
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Such trans^aion^ vvere not significant for ^he Company through 
December 29, 2001 , 

Hisiorically, the Company's business combinations have pri¬ 
marily consisted of acquiring restaurants from our franchisees 
and have been accounted for using the purchase method of 
accounting. The primary intangibfe asset to which we have 
generany allocated *.'alue in these business combinations is reac¬ 
quired franchrse rights. We have determined that reacquired 
franchise rights do not meet the criteria of SFAS 141 to be rec¬ 
ognized as an asset apart from gcrodwilf- 

In 2001, the FASB also issued SFAS 142, which supersedes 
APR Opinion No. 17 , "Inlangrbfe Assets."' SFAS 142 eliminates 
the requirement to amortize good^vifl and mctefiniee-lived intan¬ 
gible assets, addresses the an^ortization of intangibie assets v^lh 
a defined life, and addresses Impairment testing and recogni¬ 
tion for goodwill and intangible assets. SFAS 142 applies to 
goodwill and intangible assets arising from transactions com¬ 
pleted before and after its effective date. SFAS 142 is effective 
for the Company for fiscal year 2002. 

If SfAS 142 had been effective for fiscal year 2001, the ces¬ 
sation of amortization of goodwill and indefinite-lived 
intangibles would have reiuhed in our reported net income, 
being approximately 120 million higher. We have not yet deter¬ 
mined the impact of the transitional goodwill impairment test, 
which IS required to be performed in connection with the adop¬ 
tion of SFAS 142. 

In 2001, the FASB issued SFAS No. 143, '^Accounting for 
Asset Retirement Obligabons" ("SFAS 143''), which wilf be 
effective for the Company beginning fecal year 2003. SFAS 143 
addresses the financial t-ccounting and reporting for obligations 
associated with the retirement of tangible long-lived assets and 
the associated asset retirement costs. We have not yet deter¬ 
mined the impact of adopting SFAS 143 on the Company's 
Financial Statements, 

In 2CiO V, the FASB issued SFAS No. 144, "Accounting for 
the Impafrmenl or Disposal of Long-Lived Assets" ("SFAS 144'*) 
which supersedes SFAS No. t2l. "Accounting for the Impairment 
of Long-Lived Assets and for Lonq-Lved Assets to Be Disposed 
Of'" (*'SFA5 121") and the accounting and reporting provisions 
of APB No. 3D, '-Reporting the Results of Operations — 
Reporting the Effects of Disposal of a Segment of a Business, 
and £.ittfaordinary. Unusual and Infreguerstly Occurring Events 
and Transactions"' for the disposal of a segment of a business. 
SFAS ]44 retams rr^any of the fundamental provisions of 


SFAS 121, but resolves certain implementation issues associated 
■with that Statement SFAS 144 is effective for the Company for 
fiscal year 2002. We do not anticipate that the adoption of SFAS 
144 will have a significant impact on our results of operations 

ACCUWULATEO OTHER 
COMPREHENSIVE INCOME CLOSS) 

Accumulated other comprehensive income (lo$$) includes; 





2000 

Forelfijn currency tldnslation iad(u?!Trier'H 

S(182) 


MifiiiTium pension liability d’djusimenl, 
rw[ of tdw 

(24) 

_ 

Unrealized on denvasive ifiitrurTTenl-Si, 

net of tax 

(1) 

_ 

TPtaf aecumulateci othet 
tompreben-sfi/G ir&come {lDSi.l 

S{2S)7> 

i (177) 


EARNINGS PER 
COMMON SHARE r£PS') 



2001 

2000 

199^ 

Wgi income 

S 492 

S 413 

1 627 

B«ftk EPS: 

Weiqhted-averdqe common 
shares outstanding 

147 

147 

153 

flasid £PS 

$3,36 

S 2 .ai 

5 4.09 

DIMvd EPS: 

Weiphied-dfuerage c4?mmoti 
sharK outstafMfi[>q 

147 

147 

153 

Shares asygmetf ssued on ejcertise 
of dilutive ibare equivalents 

27 

t9 

24 

Slteres assumed pufchd^d iiViih 
proceeds o( dilutive share eauival^nts 

(22S 

07) 

(t7) 

Shares applicable 10 diiluEed earnings 

152 

149 

160 

Dilvtetf £FS 

S3.24 

S2.77 

$392 


Unexercised employee stock options to purchase approximately 
2.6 million, lO.S mi FI ion and 2.5 million shares of our Common 
Stock for the years ended December 29, 2001, December 30, 
2D00 and December 25, 1999, respectively, wers? not included 
in the computalion gf diluted EPS because their exercise prices 
■were greater than the average market price of our Common 
Stock during the year. 
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ITEWS AFFECTING COMPARABILITY 
OF NET INCOME 


The fallowing table summarizes The 2001 and 2000 aajiv^ty 
related to reserves for stores disposed of or held for disposal- 


facility Actions Net Loss CGain) 

Facility actions net loss {gam) consists of the following three 
components as descnbed m Note 2 . 

• f^efranch ising (gains) losses; 

• Siore closure costs; and 

• Impairment of long-lwieci assets for restaurants we intend to con¬ 
tinue to use in the business and resTaurants we intend to r.lose. 


Z 0 O 1 2WCf 


U.S. 

iTetfanchiimq ne? (.qdinsp^'^' 

Sto^e closure cdsu 

Impdinment cKdrqes for stores Tha? 

wilJ conUniK' TO be used Irr the business 
Irr^dirment diar-qes tor stores to be closed 

S(44) 

13 

10 

4 

i am 

b 

3 

5 

5(405) 

5 

e 

g 

F.3cilny tenons net (gain) 

(17) 

(las) 

ms) 

Inlfrndtlon^l 

Fle?rdnchi 5 ing losses (qainsp^^ ' 

S 

2 

iU) 

St-nre closure costs 

4 

4 

B 

impairment charges for stores thei 
wi?l continue to be used in the business 

S 

5 

ID 

impaiTmeni chdfcjK for stores to be dosed 

1 

1 

3 

Facility actions net loss 

IS 

\2 

4 

Werld^rldt 

RefTdncbismg rtet 

m) 

{2 GO) 

(^Z£J 

Store closure costs 

17 

to 

13 

Impairment charges for stores that 
^vill conunue to be used m the business"^' 

Tfl 

B 

16 

impairmeni charges for stores to be dtosed-^' 

5 

6 

12 

Faci lity actions net loss (gam) 

$ 1 




lodLrdH l^n'orable- adju&imenis ol 119 million in ihe ti.S iind uniijyDffltjlf adfust- 
rntfiTiti dI 1G millitjn m intewational relfli:<?d 10 our laurth (^..i^nef 
These lidiuitments (Minfurily to tawet-^hdn-eKpBtji^d leKws Trom s^ofesdrr 

pfi^d d. acC'flicsnrs to r-oiain certain stoi'e^ oriqini^ expertKfc So Ik dnpoSrud! oi 
and chrViqes in eitimaSed The o/Kjinal IcKjnh quaner 1997 <hafqe induderfi 
ftstrma^K Spf the cwis rif efeKi.r <3 sjoi-es, to f^r m^rk.€t valLw, lis^ cost 

to >cll. of the ri-ying amounis of certain re^uraniy we interxi«S 10 re'f rancruie-- 
arid impjirmeriits o< CHtain re5tanr,ims lo be in the bg^i-nes. 

!b;i leidddfrs mihal Ifdnfhrse tees m the U S. qr M miHon m iOOlij SI7 imllicm jafiO 
and S3a million in 199? and in Inl^national c>f 13 million >.n both 20i)l and 2C05 
nind 17 million in ^99G Sfe Nole T 

50 in 2001. U.S. refranthiLinq itel inoudftj 112 miHiori of pfevtoij^ly deten-ivi 
refranchsind InT-efnalroniil r^hanchoinq twt losses Cqains) irKkded a 

r^rq^i oil SI S miifeon to miKfc to mjrkel the net aisflli: of the Sm^apore dusineM. 
whch (4 held for Mie. 

(d^ lffi(iaiFiriBnt charges for 7001,2000 Jnd 1099 wa'e recorded aoainst [!■»! lotkMing 


asMi caiegories 


2001 

2000 

1»9 

Propertv. p^ant anb equipment 


$23 

$12 

5 25 

GnodyVil! 



— 

1 

ReacquiTeb frarKtiise rights 


— 

2 

2 

Total impkiirment 


S23 

$14 

S2a 


Mm 


Impairment 

AllDwancei LiabiliTie^i 


Baknceat December 25, 1999 

S 20 

i 7\ 

Amduitts used 

(10) 

(22] 

(irKomeJ expense impact 



Ne^v ciecijians 

14 

5 

£.stimdi;&*'£lKpsioo dianqe-5 

(4) 

a) 

Other 

— 

3 

Balance at December 3Q, 2000 

1 ;2G 

1 SO 

Arr>ounis used 

(3) 

(18) 

(Income) expense impaa- 



Ne^v deo^siorts 

21 

6 

tsbrnaievyKision changes 

— 

t 

Other 

m 

9 

BalaFice at Oecember 29, 2001 

$ 27 

$ 45 


The following table summarizes the carrying vi’alue of assets held 
for disposal by reportable operating segn^ent. 



2001 

200Q 

U.S. 

S B 

5 B 

Inlemationel'^' 

3& 

— 


$44 

$ 6 


The carrying Wfilue in 2001 reMwd to i^e Singapore bi^ineis, which operate? 
apprcMumatelv 100 icores aidf Oecemfeer 29.10Ol> 


The following table summarizes Company' sales and restaurant 
margin related to stares held for disposal at December 29, 200! 
or disposed of through refranchising or closure during 2001 , 
2000 and 1999. Restauram margin represents Company sales 
less the cost of food and paper, payroSI and employee benefits 
and occupancy and other operating expenses. These amounts 
do not include the impact of Company stores that have been 
contributed to unconsolidated affiliates. 



2001 

2(X)0 

1999 

Slones held fpr disposal ai 

December 29. 2001 ■ 

Sales 

$114 

$ 114 

i 110 

Restaurartt marqin 

9 

B 

12 

Stores disposed of in 20Dl. 2000 
and 1999: 

Sales 

$157 

S6B4 

i1,71G 

■Restaurant margin 

IS 

S3 

202 


Restaurant margin me I u del a benefit from the suspension of 
depreciation and amortization of approximately SI mitSion, 
%2 million and 59 million m 2001,2000 and 1999, respectively. 
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UnusuA? I t«ni» Oncome} ExfXnse 

2001 

2000 

1599 

US, 

% IS 

S 29 


InTernatiDRi^l 

— 

a 

3 

Undlloca;«^[i 

(IBI 

1&7 

35 

WarJrtwicie 

S 0) 

3204 

351 


Unusuai items income in 2001 primarily included, {a) reccweries 
0 ^ appfOKimatefy 121 mrffion related to the AmeriSeri^e Food 
Distribution Inc ("AmenServe") bankruptcy reotqaniiation 
pr&t&ss; (b) aggregate settlement cosis of 51B million associ¬ 
ated vM\ certain higation, and (c) expenses, primarily severarme, 
related to decisions to streamline certain support functions. See, 
Note 22 for discussions of the AmeriServe bankruptcy reorgan¬ 
ization process and fitiqation. 

In the fourth quarter of 2001, we recorded expenses of 
approximately 14 million related to streamlining certain support 
functions, which included the termination of approximately 90 
employees. The reserves established, which primaniy related to 
se-i/erarice, were almost fully utilized m [he first quarter of 2002. 

Unusual items expense in 2000 included, (a) 1170 millign 
of charges and direct incremental costs related to the 
AmeriSer^e bankruptcy reorganization process^ (b) an increase 
in the estimated costs of settlement of certain wage and hour 
litigathon ancf associated defense costs incurred in 2000: fc) costs 
associated with the formation of r^ew unconsolidated affiliates: 
and (d) the reversal of excess provisions arising from the resolu¬ 
tion of a dispute associated with the disposition of our Mon-core 
Businesses, which is discussed in Mote 22. 

Unusual items expense in 1999 included: fa) the write-off 
of approximately 141 million owed to us by AmenServe at the 
AmenServe bankruptcy petibon date; (h) an increase m th? est^ 
mated costs of settlement of certain wage and hour litigation 
and associated defense and other costs irrcurred in 199'9, ic) 
favorable adjustments to our 1997 fourth quarter charge; (d) 
the write-down to estimated fair market value less cost to sell 
of our idle Wichita processing factliry; fe) costs associated with 
the forn>ation of new unconsolidated affiliates; (f) the impair¬ 
ment of enterprise-level goodwill m one of our Fniernational 
businesses, and (gj severance and other exit costs related to 
strategic decisions to streamline the infrastructure of our inter¬ 
national business. The original fourth guarter 1997 charge 
included impairments of certain investments in unconsolidated 
affiliates to be retained and costs of certain personnel reductions. 


Accounting Changes 

In 1998 and t999. we adopted several accounting and human 
resource policy changes (collectively, the "accounting changes'") 
which favorably impacted our 1999 operating results by approx¬ 
imately S29 million. The estimated impact iS summarized below. 



1999 



General drid 

ReslaLiranl strjiivE 

Margin iEspenses 

operating 

Prafit 

US. 

SIT S 4 


U^iallocaiEd 

— 14 

14 

Tcnal 

ill tis 

S29 


The accounting changes were as follows: 

Effectfve December 27, 199B, we adopted Statement of 
Position 98-1 (^SOP "Accounting for the Costs of 

Computer Software Developed or Obtained for Internal Use." 
Bd^ed on our adoption of SOP 98-1, we capitalized approxi¬ 
mately S13 million of internal software development costs and 
third party software costs in 1999. The amortization of com¬ 
puter software assets that became ready for their intended use 
in 1999 w^as insignificant 

In addition, we adopted Emerging Issues Task Force Issue 
No 97-11 C'EITF 97=11"), "'Accounting for intemai Costs 
Relating to Real Estate Property Acquisition.s/’ upon qs issuance 
in March T998. In the first quarter of 1999, we also marie a dis¬ 
cretion asiy policy change limiting the types of costs eligible for 
capitalization to those direct cost types described as capitaliz¬ 
able ur^der SOP 98-1. This change unfavorably impacted our 
1999 operating profit by approximately S3 million. 

To conform to the Securities and Exchange Commission's 
April 23, 1998 interpretation of SFAS 121 our store closure 
accounting policy v/as changed m 199S, Effective for closure 
decisions made on or subsequent to April 23. 1998, we recog¬ 
nize store closure costs when we have closed the restaurant 
within the same quarter the closure decision is made. When we 
decide to close a restaurant beyond the quarter in which the clo¬ 
sure decism is made, we review it tor impairment. In fiscal year 
1999, this change resulted in additional depreciation and amor¬ 
tization of approximately 13 million through April 23. 1999. 

In 1999, the methodology used by our independent actu¬ 
ary was refined and enhanced to provide a more reliable 
estimate of the self-insured prortton of our current and prior 
years' ultimate loss projections related to workers' compensation. 
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g^nerai liability and automobile liabiiity insurance programs. The 
change in methDdo^oqy resulted in a one-time increase in our 
1999 operating profit of over is million 

At the end of 1998, we changed our ■method or determin¬ 
ing the pension discount rate to better reflect the assumed 
investment strategies we woutd mDSt likely use to m-w-est any 
short-term cash surpliuses. The pension discount methodology 
change lesulted in a one-time increase in our \999 operating 
profit ot approximately 16 million 

In 1999. our vacation poliowere conforn’^ed to a calen¬ 
dar-year based, earn-as-you-go, use-or-lose policy. The change 
provided a one-time favorable increase m our 1999 operating 
profit of approximately 17 million Other accounting policy stan¬ 
dardisation changes by our three U.S. Concepts provided a 
one-time favorable increase in our 1999 operating profit of 
approximately $1 million. 


SUPPLEMENTAL CASH FLOW OATA 



2001 

200D 

1999 

Cash Paid for; 




intHfKT 

11&4 

S 194 

1212 

Incioime taxes 

■Siqniftcant Non-Cash In'^neiring 
and Firiflncinq Actwifies. 

Issuance uf promi^sorY note to 

364 

252 

340 

acquire jn urKonsolidated affiliate 
Contribution of nron-casti npt assets 

5 — 

$ 25 

5 - 

ID an unconst^lidaTed affi ligate 
Assumption of liabilities in connection 

21 

67 

— 

*ith an acquisition 

Fair market vdlue o*^ assets 
received in connection with 

56 

6 

1 

a non^-ssh acquismor^ 

Capifal leise obliqations incurred 

9 



to acquire assets 


4 

4 

FRANCHISE AND LICENSE FEES 



2001 

20 ^ 


IniTial fees., indudiriq renewal f^s 

Initial franchise lees inclii[t!?d in 

S 52 

1 4S 

1 7t 

refranchtsinq gains 

m 

(7a,i 

(45j 


25 

23 

26 

Continuifiq fees 

750 

760 

_697 


sai5 

S7gtS 

5 723 


OTHER (INCOME) EXPENSE 



2001 

ZODO 

1999 

Equity mcorrip front investments 
in uficonsolidated affiliates 

Foreign eschariqe net Vjss 

S(26) 

5 

U25} 

si:i9> 

3 


5 (2^1 

i (J51 

tM6. 


PROPERTY, PLANT AND 
EQUIPMENT, NET 



ZbOi 

2000 

und 

S 579 

5 .54^ 

Buildings and impro■^^erl tents 

2.-663 

7.469 

Capital leases, primarily buildinq.^ 


82 

Wachmery and equipment 

1,647 

1,522 


4925 

4.616 

Accumulated d&pfeciation and amorturation 

(2.121) 

(2.0561 

Impairment allowances 

(27 j 

(7t>f 


5 2,777 

S 7.540 

Depreci^ation and amortizjition expensi^ wds 1320 million. 

$319 million ^nd $345 million in 2001, 2000 and 

1999. 

rgspe-ettvely. 



INTANGIBLE ASSETS, NET 



2001 

2000 

Reacquired franchise nqrtts 

5 294 

$264 

Trademarks and gthei iden-tifi^hb'.ntangihle^ 

105 

102 

Gpgduv’ll 

59 

63 


5 45B 

?419 


in determining the above amounts, we have subtracted accu¬ 
mulated amortization of 1410 million for 2001 and 1415 million 
tof 2000. Amortization expense was S37 rnilliom 136 million 
and 144 million in 20D1, 2000 and 1999, respectively 


jj ACCOUNTS PAYABLE AND OTHER 


CURRENT UABfllTIES 



2001 

20QO 

Accounts H^yablD 

5526 

$.326 

Accrued compensaiion dnc! benetns 

210 

709 

Othet inirrent liabilities 

450 

^3 


S995 


197S 






















































SHORT-TEt^M BORROWINGS AND 
LONG-TERM DEBT 



2001 

7000 

Sharf-term Barrowlngt 



Cumsfii maEuritiesat ionq^ieim debt 

S 545 

S ID 

interniJtiana^ lines oi credit 

1i8 

68 

Other 

t3 

U 


i 696 

5 90 

ioflfl-urfn 



Sen toe uniecured Term Lo^n Faolity. 



due October ZCJ02 

S 442 

% 639 

Senior, unsecured Revolving CredR Facifn^. 



expires October 20DZ 

m 

1.037 

Senior, Unsecured Nqies. due Ivl^y ZOOS (7.45%) 

3S1 

3S1 

SeTnor. Unsecured hates, due April 2006(3.50%) 

198 

— 

Senior, Un^ecuiesj Noie^., due May 2P08{7.6S%) 

251 

251 

Senior, Un^ured Notes, due April 7011 (8 S7S%) 

644 

— 

Capilal lease obli^Dons (See Note 13) 

79 

74 

Other, due thrQuqh 20]Q(G%-t2%) 

4 

S 


2.003 

2,407 

Less current m^Tunties- of lonq-term debt 

(545) 

(10) 

Long-term debtexcUdinq SfAS 13a adiu^tmeni 

t,SlB 

2J97 

Derivative instrument adjustment ur^derSFAS 133 



(See Nole 14] 

34 

— 

Lonq-rerni debt mc.Udinq SPAS 133ad|ustmem 

$ 1.552 

i2.J97 


Our primary bank credn agreement, as amended, is comprised 
of d senior unsecured Term Loan Facility and d Si 75 billion sen¬ 
ior unsetuced Revolving Credit Faciky, which was reduced from 
S3 billion as pan of the amendment discussed below (collec- 
tive*y referred to as the "Credit Facil^tJes"). The Credit Facilities 
mature on October 2, 2002. Amounts outstanding under our 
Revolving Credit Facility are expected to fluctuate, bulTeffri 
Loan Facility feductions may not be reborrowed 

Under the terms of the Revolving Credit Facility, we may 
borrow up to the rnaximum borrowing Jimit less outsrandmg let¬ 
ters of credit. At December 29. 2001, we had unused Revolving 
Credit Facilities aggregating S2.7 billion, net of outstanding let¬ 
ters of credit of S0.2 bilfion. Wt e>fpensed facility fees on the 
Revolving Credit Facility of approximately 14 million in each of 
2001, 2000 and 1999, 

Amounts outstanding under our Credit facilities at 
December 29, 2001 have been classified as short-term bor¬ 
rowings in the Consoli dated Balance Sheet due to the October 
2002 maturity. We are currently m neqotiatioris to replace the 
Credit Facilities prior to the maturity date with new borrow- 
rngs, which will reflect the market conditions and terms 
available at that time. 

■n^e Credit Faciliiies are subject to various covenants incfud- 
ing financial covenants relating to maintenance of spectfic 
feverage and fixed charge co-.'erage ratios. In addition, the Credit 
Facilities contain affirmative and negative covenants including, 


among other things, limitations on certain additional indebted¬ 
ness, guarantees of indebtedness, cash dividends, aggregate 
non-U. S. investment and certain other transaaions, as defined 
in the agreement. The Credit Facrfilies require prepayment of a 
portion of the proceeds from certain capital market transactions 
and refranchising of restaurants. 

Interest on amounts borrowed is payable at least quarterly 
at variable rates, based principally on the London Interbank 
Offered Rate (TIBOR") plus a variable margin factor. At 
December 29,, 2001 and December 30, 2000. the weighted 
average interest rate on our variable rate debt was 3.4% and 
7-2%, respectively, whr-ch includes the effects of associated inter¬ 
est rate swaps. See Note I4 for a discussion of our u$e of 
derivative instruments, our managemenl of credit risk inherent 
in derivative instruments and fair value information related to 
debt and mter^-st rate swaps. 

On February 22, 2002, we entered into an agreement to 
amend certain terms of our Credit Facifities. This amendment 
provides for, among other things, additional flexibility with 
respect to acquisnions and other investments. In addition, we 
voluntarily reduced our maximum borrowings under the 
Revolving Credit Fadlily from S3.0 billion to S 1 75 billion. As a 
result of this amendment, we capitalized debt costs of approx¬ 
imately ST,S million. These costs will be amortized into interest 
expense over the remaining life of the Credit Faolitres. 

In 1997, We filed a shelf registration statement with the 
Securities and Exchange Commission with respect to offerings 
of up to S2 bilfion of senior unsecured debt. In May 199S, we 
issued S3 50 million of 7.45% Unsecured Notes due May 15, 

2005 (*'2005 Notes'") and 1250 mdJion of 765% Unsecured 
Notes due May T5, 2008 ("2008 Notes'^). Interest on the 2005 
Nore$and 2008 Notes commenced on November 15, V99S and 
IS payabk semi-annually thereafter. The effeaive interest rate 
on the 2005 Notes and the 2008 Notes is 7.6% and 7.3%, 
respectively. In April 2001, we issued 1200 million of 8.5% 
Senior Unsecured Notes due April 15. 2005 ("2006 Notes"') and 
S6S0 million of 8.375% Senior Urtsecured Notes due April 15, 
201 1 ("2011 Notes") (coFlectively referred to as the "Notes''}. 
The net proceeds from the issuance of the Notes wer& used to 
reduce amounts outstanding under the Credit Facilities. Interest 
on the Notes is payable April 15 and October 15 and com^ 
menced on October 15, 2001. The effective interest rate on the 

2006 Notes and the 2011 Notes is 9.0% and 9.2%. respectively. 
We stiif have 1550 miflion available for issuance under the 12 bil¬ 
lion shelf registration statement. 

Interest expense on the short-term borrowings and long¬ 
term debt was $172 million, $190 miKion and S21E million in 
2001. 2000 and 1999. respectively. Net interest expense of 
J9 million on incremental borrowings related to the AmeriServe 
bankruptcy reorganizapon process was included in unusual 
Items in 2000. 
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The annual rratufUies of lonq-ierm debt t^irouqh 2006 and 
thereafter, excluding capital *ease obligations and the deno-ative 
instfument adjustments, are 2002 - S537 milliQr’i, 2003- S1 mil¬ 
lion' 2004-il mjllian; 2005 - S3BI million; 2006-1200 million 
and 1900 rrnllion thereafter. 

LEASES 

We hasre noriHiancelable commitments under both capital and 
long-term operating leases, primarily for our restaurants. Capital 
and operating lease commitments expire at vanous dates through 
20S7 and, in many cases, provide for rent escalations and 
renewal options. Most feases require us to pay related executory 
costs, Vitiich mdude property taxes, maintenance and msiiran-ce. 

Future minimum commitments and a mo unis to be 
received as lessor or sublessor under non-cancelable leases are 
set forth below: 


Cammilrtierit& Recsf^aftles 



Capital 

OpCTalifiq 

Oect 

Financing 

Op&TdOnq 

2002 

S 11 

S 221 

i 2 

s g 

2003 

12 

203 

1 

B 

2004 

10 

100 

1 

7 

2005 

9 

150 

1 

7 

2006 

8 

134 

1 

6 

Therejfl-0r 

87 

893 

8 

33 


3137 

31.791 

315 

3 70 


At year-end 2001, the present value of minimum pflvments 
under capital leases was $79 million 

The details of rental expense and mconne are set forth below 



2001 

2000 

1099 

tvlinimum 

Contini>enl 

S263 

ID 

3 253 

28 

.20 


$293 

t7.i\ 

S29-1 

Minimum rental irKo^ne 

4 14 

S 10 

S 20 


Contingent rentals are generally based on sales levels in e?!cess 
of stipulated amounts contained m the lease agreements. 

During 2001, we entered into sales-leaseback transactions 
involving 17 of our resTaurants. Under the transactions, the 
restaurants w-'ere sold for appro.xinniately 118 million and have 
been leased back for initial terms of 15 years These leasebacks 
have been accounted for as operating leases. The future tease 
payments are rncluided m the above tables. Ga.m.s on the sales, 
wbKh were not significant, were deferred and will be amortized 
10 rent expertse over the m»tial tprm of the leases 


financial instruments 

Derivative Ittstruments 

IfTtereit Rnjtei 

We enter into interest rate swaps, collars and forward rate 
agreements with the objective of reducing our exposure to inter¬ 
est rate nsk and lowering interest expense for a portion of our 
debt. Under the contraers, we agree with other parlies to 
exchange, at specified interjate: the difference between variable 
rate and fixed rate amounis calculated on a notional principal 
amount At December 29, 20Dl and December 3Q, 2000 we 
had outstanding pay-variable interest rate swaps with notional 
amounts of $350 million These swaps have reset dates and float¬ 
ing rate indices which match those of out underlymg fixed-rate 
debt and have been designated as fair value hedges of a por¬ 
tion of that debt. As the swaps qualify for the short-cut method 
under SFAS 133 no ineffectiveness has been recorded. The fair 
value of these swaps as of December 29, 2001 wa.s approxi¬ 
mately $36 million and has been included m Other assets. The 
portion of this fair value which has not yet been reccwgnized as 
a reduciton to interest expense (approximately $34 million at 
December 29, 2001) has been mdufJed in Long-term debt. 

At December 29, 2001 and Decembet 30. 2000. we also 
had Outstanding pay “-fixed interest rate swaps with notional 
amounts of 1650 million and 1490 mill ion, respectively. These 
swaps have been designated as cash hedges of a portion 
of our variable-rate debt As the critical terms of the swaps and 
hedged interest payments are the same, we have determined 
that the swaps are completely effective m offsetting the vari¬ 
ability in cash flows, associated with interest payments on that 
debt due to interest rate fluctuations. 

Dunng 2000, we entered into interest rate collars to reduce 
interest rate sensitivity on a ponion of our variable rate bank 
debt Interest rate collars effectively lock m a range of interest 
rates by establishing a cap and floor Reset dates and the float¬ 
ing index on the collars match those of the underlying bank 
debt. If interest rates remain within the collared cap and floor, 
no payments are made, if rates rise above the cap level, we 
receive a payment. If rates fall below the floor level, we make a 
payment. At December 29. 2001 and December 30, 2000, we 
did not hm^e any outstanding interest rate collars. 

F&nafg/i Ejxchofige 

We enter into foreign currency forward contraas with the ohjec- 
ttve of reducing our exposure to cash flow volatiliTy anting from 
foreign currency fluctuations associated with certain foreign cur¬ 
rency denominated financial instruments, the majority of which 
are intercompany short-term receivables and payables The 
notional amount matunty date, and currencyof these contracts 
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match of the underlying receivables or payables. We a ho 
enter into foreign currency for^Arasrd contracts to reduce our cash 
flov^f vatatility associated with certain forecasted foreign currency 
denominated royalties These forward contracts have historically 
been short-term in nature, v^\th temVmation dates matchM'ig 
forecasted settlement dates of the receivables or payables or 
cash receipts from royalties within the next twelve months. For 
those foreign currency e>:change forward contracls that we have 
designated as cash flow hedges, we measure rneffectiveness by 
compannig the cumulatum char^ge in the forward contract wjth 
tfie cumulative change in the hedged item, both of which are 
based on forward rates No ineffectiveness was recognized in 
2001 for those foreign currency forward contracts designated 
as cash flow hedges. 

Ci>FiiiTiodff/es 

We also utiljze on a limited basts commodity futures and options 
contracts to mitigate our exposure to commgdrty prrce fluctua¬ 
tions over the next twelve months. Those contracts have not 
been designated as hedges under SFAS 133. There were no 
Open commodity future and options contracts outstanding at 
December 29, 2001 and those outstanding as of the ddopiron 
of SFAS 133 on December 31, 2000 were not siqndicant. 

Deferred Amountj in Accumultned Other 
ComprehejTfiye htctime (Loss) 

As of December 29, 2001. we had a net deferred loss associ¬ 
ated wUh cash ficjw hedges of approximately mithan, n^t of 
tax. Of this amount, we estimate that a net after-tax gain of less 
than 11 million will be reclassified into earnings through 
December 28, 2002. The remaining net after-tax loss ol approx¬ 
imately Si milfion, which arose from the settJemene of treasur.^ 


locks entered into prior to the rssuance of certain amounts of 
OUT fixed-rate debt, will be reclsssified into earnings from 
December 29, 2002 through 2011 as an increase to interest 
expense on this debt. 

Credfl Risks 

Our cmdit nsk from the interest rate $wap, collar and forward 
rate agreements and foreign exchange contracts is dependent 
both on the movement interest and currency rates and pos¬ 
sibility of non-payment by counterparties. We mitigate credit 
risk by entering into these agreements with high-quality coun¬ 
terparties. netting swap and forward rate payments within 
contracts and limiting payments associated wirh the collars to 
differences outsrde the collared range. 

Accounts receivable consists primarify of amounts due from 
franchisees and licensees For mitial and continuing fees. In addi¬ 
tion. we have notes and lease receivables from certain of our 
franchisees The ffnancial condition of these frar>chi5ees and 
licensees is largely dependent upon the underlying business 
trends of our Concepts. This concentration of credit nsk is mit¬ 
igated, in part, by the large number of franchisees and licensees 
of each Concept and the short-term nature of the franchise and 
license fee receivables. 

Falf Viilu« 

At December 29, 2001 and December 30, 2000, the fai.^' values 
of cash and cash equivalents, short-term investments, accounts 
receivable, and accounts payable approximated carrying value 
because of the short-term nature of these rnstrumems. The fair 
value of notes receivable approximate carrying value after con¬ 
sideration of recorded allowances. 

The carrying amounts and fair values of our other financial 
instruments subject to fair value disclosures are as follows: 


20D1 ZtKIO 



Carryrrui 

Amowrtt 

fair 

VafLie 

Carrying 

Amount 

Fair 

Value 

Deb!. 

Short-Term borrowings and loriti-i^rm debi. eBcliKtirHjCxSprs^l leases 
atid ch^ derivative instrument acfjustmems 

$3,135 

5 2p21S 

$2.^13 

$ 2,353 

□Etit-ftidtisfd derivative ir\SEru ments 

Opr?n c&ntracis m a net position 

37 

37 

_ 

24 

Foreign airrencv-related deriViaiive ir^trument^: 

Open contracts in a net asset po^iTion 

5 

5 

— 

— 


Guarantti&s and letters of cTfidiT — M — 51 


We estimated the fair value of debt, debt-related derivative instTuments, foreign rurrency-Tefated derivative instruments, guaran¬ 
tees and letters of credit using market quotes and calculations based on market rates 
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PENSION AND POSTPETlBEttENT 
WEDICAL SENEFtTS 


The com[X?nent^ of net periodic benefit cost are set forth 
be^ow: 


Pension B«Acf1ts 

We sponsor nanconinbutory defined benefit pension plans cov- 
erinq substantially dll full-time U.S. salaried employees, certain 
hourly employ ees and certain Internationa I employees. Durmq 
2001, the TRICON Retirennent Plan {the '’'Plan*') v^*as amended 
such that any salaried employ'c^e hired or rehired by TRICON after 
September 30, 2001 will not be eligible to participate ir the 
Plan, Benefits are based on years of service and earnings or 
stated amounts for each year of service. 

Posireticement Medical Benefits 

Our postretirement pfan provides health care benefits^ prince 
pally to U.S salaried, retirees and their depertdents. This plan 
mcludes retiree cost sharing provisions. During 2001, the plan 
was amended such that any salaried employee hired or rehired 
by TRICON after September 30, 2001 will not be eligible to par¬ 
ticipate m this plan. Employees hired prior to September 30, 
2001 are eligible for benefits if they meet age and service 
requirements and quaiify for retireTTient benelits. 


Pe^wn B&Fiefits 



2(H31 

iDoa 

19&9 

Service CDSi 

S 20 

% 19 

1 20 

Interest cost 

za 

24 

23 

Amortiidlior^ of prior service cost 

1 


1 

Djfiecied return ar-i plan 

(29) 


{24} 

Recoqnized acniaridl loss 

1 

— 

— 

Net periodic Lreri^fit cost 

S 21 

t 19 

1 19 

Add':tiondl lijdin) bfis recoqnLzed due to. 
Curt^ihienl 

$ — 

S (4) 

^ (4} 

Speridl terminaiion tle^e^^ls 

2 

— 

— 



Postreiiremen' Medical Benefits 


zoat 

ZOO£> 

I99& 

Ser^'ice cost 

$ 2 

3 3 

% 1 

interesi cost 

4 

3 

3 

Amorti^i^tiQn of prwor service cost 

(1) 

n> 


Net p^fifldK heoetlt cgil 

S S 

5 4 

S 3 

Additional (gam) rec&Qnjzed due to: 
Curtailment 

5 — 

S tD 

1 (D 


Prior service costs are amortized on a straight-^mt basis over the 
average remaining service period of employees expected to 
receive benefits. Curtailment gams have generally been recog¬ 
nized *n facility actions net gam as they have resulted primarily 
from refranchismg and closure activities. 
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The change m benefit obligallon and plan assets and reconcilidtiori of fyrjded status is a^ follows: 


f’o^^tnevr&ment 



Pension Benefits 

Medical Benefits 


2CKI1 

2000 

2001 

20CO 

in beiTtflt eblS^IrtioA 





Bt?nefit obligation sit beginning of 

1 ;35l 

IMS 

£ 40 

% 45 

Service cost 

20 

19 

2 

2 

Interest cosi 

26 

24 

4 

3 

Plan am^niJmervts 

1 

— 

— 

— 

Special termination benefits 

2 

— 

— 

— 

Curtailment (gain) 

(3) 



(2) 

Benefits and escpenges pab 

fl7) 

[T91 

m 

(3J 

Actuarial fcKs 

33 

17 

1 

2! 

Benefit obl^gaeion al end of year 

S 

1351 

S 5S 

1 43 

CbAI% 9 « in plAA Aisel$ 





fair value of p4an aiiets at Oeqinning of year 

S 313 

1290 



Actual return on plan assets 

(SI) 

39 



Employer conlfitjuiions 

4e 

4 



Sene^rls pjjd 

(17J 

(19) 



Admmistralwe e>:p9nsB5 

{2) 

tl) 



Fair vafue of plan assets at of year 

$ 2S1 

I3T3 



EffcvnclllAtion of fundtct 





Funded staius 

S (12 9) 

5 G8\ 

s m 

£(4S) 

Unrecognized actuarial loss (gain) 

07 

(30) 

12 

5 

Lfnreccgnized prior service cost 

4 

B 

— 

Ml 

Net arif^unt recognized at '/eai-^itd 

S O S) 

1 <6 3) 

1 (fl6> 

i(44) 

AenoMAU rcoogcilzad In the &toEc^«nf of flnflnclAE pO&1tlor> 





Accrued henefiT liability 

£ (B4) 

1 r6^i 

s (44) 

S(44J 

Intangible asiet 

e 

— 

— 

— 

Accumulated other comprehensive loss 

30 

— 

— 

— 


4 (3S) 

$ t63> 

S (46) 

i W4) 


Other comprehensive f<K& ditnbutdble to change 
m aOditionar minimum liability recogntticm 

AddHEortil ycAr-triid infori^idflo/i for penAloh plaASiwlth 

£ 3E 

% 

— 

twriiftl obEI^BTtOAE in OMctu ef ptan A&Efti 

Benefit obligation 

S 420 

% 

42 

Fair value of plan assets 

Adtfltk>n-Bl v«ar-«od Eiifermariori farpory&lon plin«w1^b 

291 


— 

acoumulBttd tHn«f|i| obll^ationE in c^che ef plin eastls 

Ben&filohtlgalion 

S 420 

S 

42 

Accumulated ber^efitob/igation 

3W 


21 

Fair value gf plan a*sseti 

231 


— 


The assumptions used to compute the information above a^e set forth below: 



f^r^on Henefit^ 


pDitretiremeni Medical Eanefii:] 


2D01 

2000 

T999 

200 ] 

2000 

1999 

Discount rate 


&0% 

? a% 

1.6% 

83% 

7.h% 

Lonq-terni raie of return on plan assets 

mo% 

igci% 

10 

— 

— 

— 

Rate of compensation increase 

4.6% 

5 03^ 

S.5% 

4.6% 

5.0% 

5 5% 
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We have assumed the annual increase m cost of postrenrement 
medical benefits was S.0% for non-Med^care eligitile renrees 
and 12,0% ?or Medicare efsqible retirees in 2001 and will be 
7.S% and n . 0 %, respectively, in 2002. We are assuming the 
rates for non-Medicare and Medicare eligible retirees will 
decrease to an ultimate rate of 5.5% by 200S and 20tO, respec¬ 
tively. and remain at that level thereafter, There is a capon our 
medical (lability for certain retirees. The cap for Medicare eligi¬ 
ble retirees was reached m 2000 and the cap for non-Med ore 
eligible retirees is expected to be reached between the years 
2010-2012; once the cap is reached, our annual cost pet retiree 
will ntji increase. 

Assumed health care cost trend rates have a significant effea 
on the amounts report,ed for our postrebrement health care plans. 
A one percent increase or decrease in the a.ssumed health care 
cost trend rates wouW have increased or decreased our accumu- 
laied posifetirement benefit obligation at December 29,2001 by 
approximately $3 million, The impact on our 2001 benefit cost 
would not have been significant. 

employee 5TOCK-BASEO 
III! IIB i| I COMPENSATION 

.At year-end 2001. we had four stock option plans in effect: the 
TRICON Global Restaurants, (nc. lorig-Teriri incentive Plan 
("1999 The 1997 Long-Term Incentn-e Plan rt997 LTIP"). 
the TRICON Global Restaurants, inc. Restaurant General 
Manager Stock Option Pian ("VUMBUCKS") and the TRICON 
Global Restaurants, Inc. SharePower Plan ("’SharePower"). 

We may grant awards of up to 7.6 million shares and 22 5 
milfcon shares of stock under the 1999 LTIP and the 1997 LTIP, 
respectively. Potential aw^ards to employees and non-employee 
directors under the 1999 LTiP include stock options, incentive 
stock options, stock appreciation rights, restricted stock, stock 
units, restricted stock units, performance shares and perform¬ 
ance units Rotential awards to employees and non-employee 
directors under the 1997 LTIP include stock appreciation rights, 
restricted stock and performance restricted stock units. Prior to 
January I, 2002, we also could grant stock options and incen¬ 
tive stock options tinder the 1997 LTIP. We have issued only 
stock options and performance restricted stock units under the 
1997 LTIP and h^e issLied onV stock optwins under the 1999 LTIP, 

We may grant stock options under the 1999 LTIP to pur¬ 
chase shares at a price egua! to or greatEt than the average 
market price of the stock on the date of grant. New option 
grants under the 1999 LTIP can have varying vesting provisions 
and exercise periods. Previously granted options under thre 1997 
LTIP and 1999 ITIP vest in periods ranging from immedsate to 
2006 and: expire ten to fifteen years after grant. 


We may grarit options to purchase up to 7.5 million shares 
of stock under YUM BUCKS at a price equal to or greater than 
the average market price of the stock on the date of gram, 
YUMBUCKS options granted have a four year vesting period and 
expire ten years after grant. We may grant options to purchase 
up to 7 0 million shares of stock at a price equal to or greater 
than the average market price of the stock under SharePower 
on the date of grant. SharePower grants have not been made 
Since Spin-off. Previously gramed SharePower options could be 
outstanding through 2006. 

At the Spin-off Date, we converted certain of the unvested 
options to purchase PepsiCo stock that were held by our 
eFnplovei?$ to TRICON stock options under either the 1997 LTIP 
or SharePower. We converted the options at amounts and exer¬ 
cise prices that maintained the amount of unrealized stock 
appreciation that existed immediately pnof to the Spin-'Olf The 
vesting dates and exercise periods of the options vvere not 
affected by the conversion. Based on their anginal PepsiCo grant 
date, our converted options vest in periods ranging from one to 
ten years and expire ten to fifteen years after grant. 

Tfte following table reflects pro forma net income and earn¬ 
ings per common share had we elected to adopt the fair value 
approach of SPAS 123 . 
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ZOQO 

1999 

Nei Income 

Ai teport^d 

S 492 

i ills 

$ 627 

Pro formd 

46Z 

379 

S97 

Baiiic E-^rnmgs per Common shafe 

As repuned 

$3.36 

12 01 

14 W 

Pro forma 

3.15 

2 5S 

3.90 

Diluted Earmnqi per Common Stiare 

As reported 

£3.24 

52 77 

13.92 

Pro forme 

3.04 

2SS 

3.73 


The effects of applying SFAS 123 m the pro forma disclosures 
are not IikEly to be representative of the effects on pro forma 
net income for future years because variables such as the num¬ 
ber of option grants, exercises and stock price volatility included 
in these disclosures may not be indicative of future aaivity. 

We estimated the fair value of each option grant made dur¬ 
ing 2001. 2000 and 1999 as ot the date of grant using the 
Black-Scholes option-pricing model with the following weighted 
average assumptions: 




2001 

2000 

1999 

Risk-tree interest rdie 


4.7% 

e4% 

4 9% 

Expected !'fe ^yearsl 


6.0 

60 

SO 

£.i(pected volatility 


32,7% 

32-6% 

29.7% 

E;j:peciC'icJ clwidenb y>eld 


0.0% 

0.0% 

0.0% 
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A summary of the status of a?l options granted to eftipioyees and non-employee directors as of December 29; 2001, December 30.. 
2000 and December 25, 1999, and changes during the years then ended is presented below (tabufar optws in thousands); 


29, atwi _PecemtiMgr 3a, 2000_PKembef 25, 1999 



Options 

Weighted 

Avierage 

Exercise 

Price 

Op-tiDns 

Weighted 

Average 

ExenciS* 

Pfite 

OpEions 

Weighted 

Avfffjqe 

Exercise 

Price 

OulSitanding at te< 5 inning of year 

2«,679 

4 31.2:0 

24,ie& 

$31.18 

22,593 

$26.16 

Granted ai price equal to average nnarket price 

5.009 

34,&a 

7,a60 

30.33 

5,709 

49.07 

Exercised 

(l.S17> 

23.12 

(1.829) 

21.M 

(1,273) 

13 51 

Forfeited 


34.31 

(3,513) 

33.93 

(2,959) 

31.94 

OucsTandint/ -ai end of 


S 32.07 

26.679 

13V2Q 

24,166 

$31,18 

Exercisable at end c?f year 

6.4S1 

$25,55 

7.622 

i 24.53 

3,665 

5 22 44 

Weighted average fair value of options at date is^ gr^nt 

$14.20 


S13.4B 


S 19 20 



The foHowinq tab*e surrimanze^ mformanon about stock options outstandrng and exercisabfe at December 29, 2001 (tabular 
options in thousands). 


Op-tiQns Qut&tJndinq_Onttons Cwrcisable 


Range uf Exercri^ Pnc« 

□ptlfifis 

Weighted 

Rernamirtg 

CmtraciLkil 

Life 

WeiqhEed 

Average 

Exefcise 

Pfice 

Optn?rri 

Weighted 

A(/«rage 

Ej^ercise 

Price 

$ 0-20 

934 

2.91 

$ 15.21 

934 

3 15.21 

20-30 

7.846 

5 32 

25.82 

3.674 

24 34 

3D-35 

13,211 

7.a9 

31,70 

T676 

31.77 

35-55 

4.842 

7.69 

43 18 

192 

42 83 

55-75 

393 

7 26 

72.75 

S 

72 75 


27,226 



6.481 



In November 1997, we granted two av/ards of performance 
restricted slock units of TRICON's Common Stock to our Chief 
Executive Officer {■“CEO"') The awards were made under the 
1997 LTlP and may be paid in Common Stock or cash at the dis¬ 
cretion of the Compensation Committee of the Board of 
Directors. Payment of an award of J2.7 miftion was contingent 
upon the CEO's continued employment through January 25, 
2001 and our attainment of certafen pre-established earnings 
thresholds, as defined. In January 2001, our CEO received a 
cash payment of 52.7 million following the Compensation 
Committee's certification of TRICON's attainment of the pre- 
established earnings threshold. Payment of an award of 
$3.6 million is contingent upon his employment through 
January 25, 2006 and our attainment of certain pre-established 
earnings thresholds, as defined. The annual expense related to 
these aipvards included in earnings was $0.5 million for 2001 and 
$1.3 million for both 2000 and 1999. 

Ourrng 2000 and 1999, modifications were made to cer¬ 
tain 1997 LTIP and SharePower options held by terminated 
employees. These itiodifNations resulted rn additional com* 
pensation expense of an insignificant amount in 201)0 and 
$5.0 miMron in 1999 w.th a corresponding increase in our 
Common Stock account. 


NOTE 



OTHEft CQMPENSATiON AND 
BENEFIT PROGRAMS 


We sponsor two deferred compensation benefit programs, the 
Restaurant Deferred Compensation Plan and the Executive 
Income Deferral Program (the “RDC Plan" and t.he '"EID Plant,'' 
respeaivefy) for eligible employees and non-employee directors. 

Effective October t, 200t, participants can no longer defer 
funds into the RDC Plan. Prior to that date, the RDC Plan 
aJiawed partrcipants to def^r a portion of their annual salary. 
The participant's balances wi[l rematn in the RDC Plan until their 
scheduled distribution dates. As defined by the RDC Plan, we 
credit the amounts deferred with earniings based on the invest^ 
ment options selected by the participants. Inve$iment options 
in the RDC Plan consist of phantom shares of various mulua) 
funds- and TRICON Common Stock. We recognize compensa¬ 
tion expense for the appreciation or depreciation, if any, 
attributable to all investments in the RDC Plan as well as for our 
matching contnbution. Our abiigations under the RDC program 
as of the end of 2001 and 2000 were $13 million and $10 mil- 
Iron, respectively. We recognized annua! compensation expense 
of S3 million in 2001 and $t million m both 2000 and 1999 for 
the RDC Plan. 
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The EID Plan allows participants to defer receipt of a por- 
tier) of Their annual salary and all or a portion of their incentivi^ 
compensation. As defined by the ElO Plan, we credit the 
amounts defer red witfi earnings based on the inve-stment 
options selected by the participants. The £10 Plan includes an 
mvestmeni option that allows participants to defer incentive 
compensatedn to purchase phamam shai'es of oor Common 
5tock at a 25% discount from the average market price at the 
date of deferral (the "^Discount Stock Account"). Participants 
bear the rrsk of forfeiture of both the discount and any amounts 
deferred if they voluntarily separate from employment dunnq 
the two year vesting period. We expense the intrinsic value of 
the discount over the vesting period. 

We phased in certain program changes to the ItD Plan dur¬ 
ing 1999 and 2000. These changes included limiting investment 
options, pnmarity to cash and phantom shares of our Common 
Stock, and requiring the distfibution of investments irv the 
TRICON Common Stock investment options to be paid »n shares 
of our Common Stock. Due to these changes, in 199S we 
agreed to credit a one time premium to participant accounts on 
January t, 2{KX> The premium totaled approximate^' S3 million 
and was equal to t0% of the participants' account balances as 
of December 31, 1.999. excluding (a) investments in the Discount 
Stock Account and (b) deferrals made m 1999 

Subsequent to January 1. 1999, w no longer recognise as 
compensation expense the appreciation or depreciation, if any, 
attributable to investments in the Discount Stock Account since 
these investments can only be settled in shares of our Common 
Stock We also reduced our liabilities by $21 million related to 
investments in the Discount Stock Account aad increased the 
Common Stock Account by the same amount at January 1, 1999 

Subsequent to January i. 2000. we no longer recognize as 
compensation expense the appreciation or depreciation^ if any, 
attributable to investments m the phantom shares of our 
Common Stock, since these investments can only be settled m 
shares of our Common Stock. For 1999, we recorded a benefit 
of 13 million related to depreciation of investments m phantom 
shares of our Common Stock impacted by the January 2000 
plan amendment. We also reduced our liabilities by $12 million 
related to investments m the phantonn shares of our Common 
Stock and increased the Common Stock Account by the same 
amount at Jariuary l, 2000, 

Our cash obligations under the EID Plan as of the end of 
2001 and 200^ were 124 million and $27 million, respectiveJy. 
We lecoqntzed compensation expense of la million m 2001 and 
16 million in both 2000 and 1999 for the EID Plan. 

We sponsor a contributory plan to provide retifement ben¬ 
efits under the provisions of Section 40UkJ of the Internal 
Revenue Code (the "40l|k:' PJan'') for eligible full-time (J.S. 
salarred and certain hourly employees Participants may elect to 


contribute up to 16% of ekgible compensation on a pre-tax 
basis. Effective October 1, 2001 the 401 (k) Plan was amended 
such th^it the Company matches 100% of the participant's con^ 
tn but ion up to 3% of e1igi.ble compensation and 50% of the 
participant's contribution on the next 2% of eligible compen- 
sai'on. “Prior to this amendment, we nnade a discretionary 
matching contribution equal to a predetermined percentage of 
each paitic-pant's contribution to the TRICON Cornraon Stock 
Fund. We determined our percentage match at the beginning 
of each year based on the immediate prior year performance of 
our Concepts. All matching contnbulions ere made to the 
TRICON Common Stock Fund. We recognized as compensation 
expense our total matching contribution of $5 million in 2001 
and 14 miliion in both ZTOO and 1999. 

SMAttEMOLOEl^S' RIGHTS PLAH 

In July 1993, our Board of Directors declared a dividend distri¬ 
bution of one right for each share of Common Stock 
outstanding as of August 3. 1998 (the 'Record Date") Each 
nght miually entitles the registered holder to purchase a unit 
consisting of one one-thousandth of a share (a "Unit") of Series 
A Junior Rarticipatrrig Preferred Stock, without par value, at ,a 
purchase price of $130 per Unit, subject to adjustment. The 
fights, which do not hawe voting rights, will become exercisable 
for our Common Stock ten business days lollowmg a public 
announcement that a, person or group has acquired, or has 
commenced or intends to commence a tender offer for, t5% 
or more, or 20% or more jf such person or group owned 10% 
or more on the adoptiDri date of this plan, of our Common 
Stock. In the event the rights become exercisable for Common 
Stock, each right will entitle its holder (other dian the Acquiring 
Pe<3on as defined m the Agreement) to purchase, at The right's 
then-current exercise pnee, TRICON Common Stock having a 
value of twice the exercise price of the right In the event the 
rights become exercisable for Common Stock and ihereafter we 
are acquired ir^ a merger or other business combinaTion, each 
right will entitle its holder to purchase, at the right’s then-current 
exorcise price, common stock ol the acquiring company having 
d value of twice the exercise price of the right 

We can redeem the rights in thc^ir entirety, prior to becom¬ 
ing exercisable, at $0 01 per right under certain specified 
conditions. The rights expire on July 21, 2003, unless we extend 
that date or we have earlier redeemed or exchanged the rights 
as provicJed m the Agreement 

This description of the rights is qualified m its enlrrety by 
reference to the Rights Agreement between TRICON and 
BankBoston, N A., as Rights Aqertt, dated as of July 21, 1998 
(including the exhibits thereto) 
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SHARE REPURCHASE PROGRAM 

In Febru^n,' 2D01, our Board of Directors authorized a share 
repurchase program. This program authorizes us to repurchase, 
Through February 14, 2003, up to $300 million (e;<ludirig appli¬ 
cable Transaction fees) of our outstanding Common Stock. 
During 2D01, we repurchased approximately 2 A million shares 
for approxrmately $100 million at an average price per $li€ire of 
appro.n:innately $42. Based on market conditions and other fac¬ 
tors, additional repurchases may be made from time to time in 
the open market or through privately negotiated iransact<ons at 
the discretion of the Company. 

In f999, our Bo^rd of Directors authorfzqd the repurchase 
of up to $350 million [excluding applicable transaction fees) of 
our outstanding Common Stock. This share repurehiase program 
was completed in the second quarter of 2000. During 2000, we 
repurchased approximately 6.4 million shares for $216 milljon 
at an average price per share of 134. During 1999, we repur¬ 
chased over 3.3 million shares for approximately $134 million 
at an average pnce of 140 per share. 

INCOME TAXES 

The details of our income tax provision (benefit) are set forth 
below; 




2000 

I99e 

Current^ 




Federaf 


S215 

S 342 

Foreign 

75 

ee 

4^ 

State 

SB 

41 

39 


31J 

322 

477 





Federal 

(29) 

(11) 

[1S> 

Foreign 

(33) 

19) 

17 

Slato 

(10) 


(tS) 


Ul) 

(Sl) 

(16) 


S241 

S27t 

$411 


Taxes payable v^ere reduced by $13 million, S5 million and 
$14 million in 2001, 2000 and 1999, respectively, as a result of 
slock option exercises. »n addition, goodwill and other intangi¬ 
bles were reduced by $S million and $2 millron in 2001 and 
2000, respectively, as a result of the settlement of a disputed 
claim with the Internal Revenue Service relating to the 
deductibiliTy of reacquired franchise nqhtsand other mtarigibies 
These reductions were offset by reductions in deferred and 
accrued taxes payable. 


in 2001. valuation allowances related to deferred tax assets 
in certain states and foreign countries were reduced by $9 mil¬ 
lion ($6 miifion, net of federal tax) and $6 million, respectively, 
as a result of making a deterrTsinairon that it is more likely than 
not that these assets will be utiFized in the current and future 
years. In 2000, valuation allowances related to deferred tax 
assets in certain states and foreign countries w^ere reduced by 
$35 million ($23 miilion, net of federal tax) and 16 million, 
respeaively, as a result of making a determination that it fs more 
likely than not that these assets will be -utilized m the current 
and fufure years. In 1999, valuation allowances related to 
deferred tax assets in certain foreign countries were reduced by 
313 mfllion for the same reason. 

The deferred foreign tax provision for 2001 included a 
$2 million charge to reflect the impact of changes in statu to jy 
tax rates in various countries. The impao: of statutory rate changes 
m foreign countries was less than $1 miflion in 2000. The 1999 
deferred foreign provisioin included a benefit of $1 milFion. 

U.S. and foreign income befo-re income taxes are set forth 
below: 



ZODl 

20Q0 

5999 

US 

SS99 

4S37 

$ 902 

Foreign 

134 

147 

136 


S733 

t6&4 


The recDndliation of income ta.xes calculated at the U S. 

federal 

tax statutory rate to our effective tax rate is set forth below; 


2)001 

2000 

1999 

U S federal staiuiory 

35.0% 

35 0% 

35.0^ 

State incnme net of federjl tax benefit 

24 

33 

30 

Foreign and Li S. ti^i effects littributablE 




to ioreign operabcms 

0.7 

D.2 

2.e 

Effect of unusual iferns 

0.1 

(0 5) 

(0.5) 

Acf^ustmenti relating to prior year^ 

(3.2) 

5.5 

0 9 

Valu^tior^ allowance^ r^rsals 

(1^7) 

{4.2> 

U.3) 

OchK?, net 

(0.2) 

0.3 

(C1.3J 

Effective income- ta* rate 

32.a% 

39.6% 

39.5S1 
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The detdils of 2 D01 and 2000 deferred tax liabiliite (asseis) are 
set forth below: 



aoQi 

ZQOB 

intdiigible and pro,[>erty. pMal 

dfld equipment 

Other 

S 176 

2^1 

1 m 

35 

Gross rfef^rrec ti^x liabilnieii 

S IQS 

S 219 

Net Dpefatir-q lass arid tax. credit cdrr>torw.ards 

S(171) 

S'142) 

Empicyytt- benefits 

(73^ 

rS2i 

Self-insured i;asud'*ty cldinis 

(62) 

(55) 

Vanuus liabilities dnd other 

i27«) 


Gress deferred tai: assets 

mo} 

'49=11 

Deferred La«carssel5 v^lLjaiiofi allowances 

130 

132 

Net deferred iayi assets 

(.*50) 

■56n 

Nkei deferred ta.x bassets! liabiliDe-s 

i(24S) 



ftejDor?^ in CgnsQl'dait-rl Bj^ance Shi?^t 5 dv. 


Deferred incprne tax as>4?ts 

S (79) 


Ollier asseh 

(1G6) 

[‘m 

Arcounts payable and other current liabihbts 

— 

1 

Deferred iricoiTve rases 

— 

IQ 


t(245> 

11142) 


Oor valuation advance related to deferred ta^ asisets decreased 
hy JZ million m 20D1 piimanly' due to the previously discussed 
change m ciTCumstances, pariialf’y' offset by increases, in valga- 
tipri allowances related to deferred tax assets in certain, foreign 
ccr-jntries and states. 

A deterrrtrnatior’i of the unrecogmzed deferred tax liabtlily 
for temporary differences related to our investments in foreign 
subsidiaries and investments in foreign unconsolidated affiliates 
that are essentially permanent m duration is not practicable. 

We have available net operating loss and tax credit carry* 
forwards totaling approximately $ 1.1 billion at December 29, 
2001 to reduce future tax of TRICON and certair^ subsidiaries. 
The carryforwards are related to a number of foreign and state 
lurisdictions Of these carryforwards, SI 5 million 0 {pire in 2DD2 
ar^d S91D million expire at various times between 2003 and 
2020 The remaining carryforwards of approximately 5150 mil¬ 
lion do not expire. 

REPORTABiE Of^ERATINS SEGMENTS 

We are engaged principally in developing, operating, franchis¬ 
ing and licensing tf'se worldwide KFC, Pizza Hut and Taco Bell 
concepts. KFC, Pizza Hut and Taco Bell operate throughout the 
U.S and in 64, 86 and !3 countries and territories outside the 
U.S . respecuvely Our five largest international marltets based 
on operaiing profit in 2001 are Australia, Canada, China, Korea 
and the United Kingdom. At December 29. 200h we had 
ifivesiments in 10 unconsolidated affiliates outside the U S 
which operate KFC and/or Pizza Hut restaurants. These uncon¬ 
solidated affilidtes operate m Canada. China, Japan, Poland and 
the United Kingdom. 


We identity our operating segmeras iMsed on management 
responsibility v^'iihm the U.S and Internaf-orial For purposes of 
applying SFAS No. 131 "Disclosure About Segments of An 
Enterprise and Related Information" we consider our three U S. 
Concept operating segments to be similar and therefore have 
aggregated them into, a single reportable operating segment. 
Other than the U 5., no individual country represented 10% or 
more of our total revenues, operating profit or assets. 
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United Stales 

S4.B27 

5 5,062 

|S,74B 

Irvernatiririal 

2;izfi 

2,031 

2.074 


56,953 

5 7.093 
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O^raling Praflf; InltrcKl 

Nel: ftftd IniCom-e Be-fore Income Taxes 

2001 

icon 

1399 

United Stales 

S 722 
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$ 32B 

ImernaTinniit" 


309 

265 

UnallDr,4[efj .inrl coTpDraie expense'! 

Ii4a) 

tl63t 

llSdl 

foreign eutchange i let (la-jsl- 

(3) 

— 

13^ 

Facility lotions nei -[lossi gam' 

it) 

17G 

331 

Unusual Items mcornE le^ipenser' 

3 

f2D4} 

<^5 M 

Intel operating profit 

flSl 
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1..240 

Inier^t expense, net 

tSB 

176 

207 

1 ncome belare int tur-e laxys 

$ 733 

% 634 

i 1,D3B 

Depreciation and AinDrtiji^licin 

ZODl 

JGOQ 

IDS? 

United States 

S 22A 

S Z31 

t 266 

Inreinalional 

,117 

no 

no 

C Drporate 

13 

13 

IQ 


S 354 

i 364 

i 336 

Caprial Spending 

7001 

2I3QD 

IE>93 

United States 

S 3B2 

£ 370 

1 3t5 

imetn^iticinril 

232 

132 

139 

c.arporaie 

12 

10 

16 


1 63^ 

S 57? 

S 470 

Ldentifiabte Afiivli 

IDOl 

ZODCi 

1999 

Uriileci States 

S 2.433 

SZ.JOD 

% 7.444 

Intel national •' 

1593 

1301 

1.367 

C7,>ipOTate"'^ 

30^ 

248 
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Long-livtd Afisen *' 

2CKS1 

ZOM 

1999 

United States 

S 2,203 

52JDt 

S7,143 

interndnonctl 

9^7 

a2S 

874 

Cornorjce 

45 

30 

41 


S 3,235 

S 2.959 

4 3,05S 


Ml liKl'jGbt^i equitv ’-iXi’irTiB <31 uftrQntdidntKJ d.''ili.3i:t'!- nJ S2G rriillnm, 1-23 millicjn dm.l 
S-32 miHciti ‘iiZiX'ii, dnet igg^J r^^peciiv^lv 


• b;- See fJoie 5 for -j (I'VruHinn I.y repmriohle apewnnq seqnri^rit af IdcilHf! .iLticvn ne'i 
ihu,!- nrnn .^iid uniBki^l fitmi, int.oiTie k.‘(pf/n'jej 

■■;i invKtmcii': m ..'rK<3n5fifcr:^H'e(l Jffili.aLn (>l %2 13 TiiliiDn %2S7 fmlliDn antj 
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olhcfi rtsciliriei, f.iir v.ilni* :J t|priv.Hrrve t't.>:)ri../neritt. v1l;cqua 15 ri^-Siv.ible E'!ri^.inq 
fiDm dit Amp-.;!ieTvt‘ IzTinkiiiprci' Fetiiicpniz^Hiori piLKess. ►iml uniirnrjniietl rsebi 
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See Note S for additional oporatinq segment disctosures related 
to im:pa*rrT^nt and the carrying amount of assets held for disposal 

COMMITMENTS AND CONTfNCENC*ES 

Am«riServe fiankrupfcy Reorg aril nation Process 

We and our franchisees and licensees are dependent on fre^ 
quent rep(enishfnen( of the food ingredients and paper suppties 
required by our restaurants. We and a farpe nii/mbei of our fran- 
ch^swsand kensees operated under muHh-year contracts, which 
were assumed by Mclane Company, Inc. {''McLane"), that had 
required the use of A me ri Serve to purchase and make deliver¬ 
ies of most of these supplies. .AmeriServe filed for protection 
under Chapter 11 of the U.S. Bankruptcy Code on January 31, 
2000. A plan of reorganization for AmeriSer./e (the “POR'') was 
approved by the U.S. Bankruptcy Court on Nownber 28,2000. 

During the AmeriServe bankruptcy reorganization process, 
we took a number of actions to ensure continued supply to our 
system. These actions resulted in a total expense of $170 mrl- 
lion vvhich was recorded as unusual items in 2000. These costs 
included the net funding of $70 million under a debtor-in pos¬ 
session revolving credit facility, $59 million of net charges related 
to the global settiement with holders of allowed secured and 
administrative pfiority claims in the bankruptcy and other costs 
of $ai mfllion. The other costs included allowances fur esti¬ 
mated uncollectible recervables arising from supply sales to our 
franchisees and licensees under a temporary prograrn. The costs 
also included incremental interest expenses arising from the 
additional debt required to finance inventory purchases ar^d 
receivables arising frcH'n these supply sales. In 2001, we recorded 
unusual rtems income of S21 million related to net recoveries of 
residual assets and certain preference claims under the POR. We 
will record addiiional recoveries, if any, as unu$.uaf items as they 
are realized. 

Oth«r CommitmcnU and Cor>tlng«nd«^ 

Contingent 

We were directly or rndirectly contingently lia-ble in the amounts 
of %3S3 miTlion and $401 million at year-encf 2001 and 2000, 
respectively, for certain lease assignments and guarantees. At 
December 29, 2001, S293 million represented contingent lia¬ 
bilities to lessors as a result of assigning our interest m and 
obligations under real estate leases as a condition to the ref ran ^ 
chisinq of certain Company restaurants, the contribution of 


certain Company restaurants tg unconsolidated affiliates and 
guarantees of certain other leases. The $293 million represented 
the present value of the minimum payments of the assigned 
leases, excfuding ar^y renewal option penods, discounted at our 
pre-tax cost of debt. On a nominal basis, the contingent kabih 
ity resulting from the assigned leases is $435 miflion. 

The contingent liabifities afso include guarantees of approx¬ 
imately 152.4 million to support frnandal arrangements of 
certain franchisees, including partial guarantees of fianchrsee 
loan pools orrginated primairilv in connection with the 
Company's refranchismg programs. The total loans outstanding 
under these ban pools were approximately $1B0 million at 
Pecember 29, 2001. In support of these guarantees, we have 
posted $32.4 million of letters of credit. Also, TftiCOM provides 
a standby letter of credit under which TRiCOM could potentially 
be required to fund a portion {up to $25 million) of one of the 
franchisee ban pools. Any such funding under the standby let¬ 
ter of credit would be secured by franchisee loan coflaterai. We 
believe that we have appropfiately provided for our estimated 
probable expcMures under these contingent liabilities. These pro¬ 
visions were primarily charged to refrai^chrsing (gains) fosses. 

The remaining contingent liabilities of $28 million primariJy 
related to our guarantees of financial arrangements of certain 
unconsolidated affiliates and third parties. These financial 
afrangemencs primarily include lines of credit, loans and letters 
of Cfedit. If all lines of credit and ietters of credit were fully 
drawn down, the maximum contingent Irability under these 
arrangements would be approximately $5& miiliion as of 
December 29, 2001. 

ffisurpjice Ppofiroffli 

We are currenlly self-insured for a portion of our current and 
prior years' losses related to workers' compensation, general lia¬ 
bility and automobile liability insurance programs {colfectrvely, 
"casualty lossle^D as well as property losses and certain other 
insurable risks. To mitagaie the cost of our exposures for certain 
pfoperty and casualty losses, we make annual decisjons to either 
retain the risks of loss up to certain maximum per occuaence or 
aggreg^ate loss limits negotiated with our insurance carriers or 
to fully insure those risks Since the Spin-off, we have elected to 
retain the risks subject to certain insured linnitations. Effective 
August 16, 1999. we made chainges to our U.S. and portions of 
OUT International property and casualty insurance programs. For 
fiscal years 2001, 2000 and the period from August 16, 1999 
through the end pf fiscal year 1999, we have bundled our risks 
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for oiudity b55e&, property losses and various oiher insurable 
risks into one pool with a single self-insured retention and have 
purchased reinsurance coverage up to a specified iirnit which is 
significantly above our actuanally determined probable losses. 
We are self-msured for losses in excess of the remsurance (imn. 
We believe the likelihood of losses exceeding the reinsurance 
limn ss remote. We are also self-insured for healthcare claims for 
efiqibJe participating employees subject to certain deductibles 
and limitations We have accounted for our retained liabilities 
for property and casualty losses and healthcare daims, includ¬ 
ing reported and incurred but not reported claims, based on 
information provided by our independent dauaries. 

Due to the inherent volatility of our property and aCEuan- 
ally determined casualty loss estimatesr it is reasonably possible 
that v^ie could experience changes m estimated losses which 
could be m-atertal to our growth m quarterly and annual net 
income. We believe that we have recorded our teser/es for 
property and casualty losses at a level which has substantfcally 
mitigated the potential neqattve impact of adverse develop¬ 
ments and/or volatility. 

Cfronge of Cqrttrel Sev^rtrirce 

In September 20CX). the Compens^iion Committee of the Board 
of Dirotors approved renewing severance agreements with cer¬ 
tain key e.!tecuTives (the "Agreements") that were set to expire 
on December 31, 2000. These Agreements are triggered by a 
tefiminationj undier certain conditions, of the executive's employ¬ 
ment following a change in control of the Company, as defined 
in the Agreements. If triggered, the affected executives would 
generally receive twice the amount of both their annual base 
salary and their annual incentive in a lump sum, outplacemerti 
services ^nd a tax gross-up for any excise taxes These 
Agreements have a three-year term and automatically renew 
each January \ for another three-yeaf term unless the Company 
elects not to renew the Agreements. Since the timing of any 
payments under these Agreements cannot be anticipated, the 
amounts are not enimable. However, these payments, if made, 
could bi substantial. In the event of a change of control, rabbi 
trusts would be established and used to provide payouts under 
existing deferred and incentive connpensation plans 

Wb^ on^ Hour LitrgofJon 

We are subject to various claims and contingencies related to 
lawsuits, taxes, environmental and other matters arising out of 
the normal course of business. Like certain other large retail 


employers, Pizza Hut and Taco Bell f'iave been faced in certain states 
with allegations of purported class-wide wage and hour viuLations. 

On August 29, 1997, a cfass action lawsuft against Taco Belli 
Corp., entitled Brova ef oi*. v.foco fleJi' Corp. [“"Bravo'), was filed 
?n the Circuit Coutt of the State of Oregon of the County of 
Multnomah. The lawsuit vvas fi^ed by b-vo former Taco Bell shdT 
managers purporting to represent approximatelv 17,000 cument 
and former hourly employees statewide. The lawsuit alleges vio¬ 
lations of state wage and hour laws, principally involving unpaid 
wages including overtime, and rest and meal period violations, 
and seeks an unspecified amount in damiaqes. Under Oregon 
cla$s action procedures, Taco Bell was allowed an opportunity 
iq "cure" the unpaid wage and hour ailegatFons by opefung a 
claims process to all putative class memibers prior to certifica¬ 
tion of the class In this cure process. Taco Bell has paid out less 
than SI million. On January 26, 1999, the Court certified a class 
of all current and for.mer shift managers and crew members 
who claim one or more of the alleged violations A trial date 
of November 2. 1999 was set. However^ on November l, 1999, 
the Court issued a proposed order postponing the frial and 
establishing a pre-trial claims process. The final order regarding 
the claims process was entered on January 14, 2000. Taco Bell 
moved tor certification of an immediate appeal of the Court- 
ordered claims process arvd requested a stay of the proceedings. 
Tills motion was ctemed on February -S, 2000. Taco Bell appealed 
this decision to the Supreme Court of Oregon and the Court 
denied Taco Bell's Writ of Mandamus on March 21. 2000. A 
Court-approved notice and claim form was mailed to approxi¬ 
mately 14,500 class members on January 31,2000. The Court 
ordeted pre-tf^al cl-aims process went forward, and hearings to 
dptermine potential damages were held for claimants employed 
Of previously employed in lour selected Taco Belt umts. After the 
initial hearings relating to these four units, the damage claims 
hearings were discontinued. Trial began on January 4, 2001 On 
March 9, 200T the jury reached verdicts on the sub?tar^live 
issues in this matter. A number of these verdicts were in favor 
of the Taco Bell position; however, cettain issues were decided 
in favor of the plaintiffs. The Court reduced the number of 
potential claimants to 1,100. A jury tnal to determine the dam¬ 
ages of 93 of those claimants began on February 2S, 2002, and 
is expeaed to last six to eight weeks. 

We have provided for the estimated costs of the Bravo lit¬ 
igation, ba^d on a projection of eligible claims (including claims 
filed to date, where applicable), the cost of each eligible claim. 
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The estimated Fees incurred by plaintiffs and the results of 
seiilemenx negotiations in this end other wage and hour litiga¬ 
tion matters. Although the outcome of this case cannot be 
determined at this time, we believe the uJtimate cost of this case 
m excess of the amounts already provided wdf not be material 
ID our annual results of operations, financial condition or cash 
flows. Any provisions have been recorded as unusual items. 

On May 11, 1993, a purported class action lawsuit aqaii^st 
Pfzza Hut, Inc,, and one of its franchisees, PacPiz^a, LLC. enti¬ 
tled Agudrdo, et c?/, v, Pizza Hui inc., ei ('Aguorcfe"), was filed 
in the Superior Court of the State of California of the County of 
San Francisco. The lawsuit was filed by three former Pizza Hut 
restaurant general managers purporting to repiesent approxi¬ 
mately C300 current and former California restaurant general 
managers of Pi,zza Hut and PacPiz'za, LLC. The Fawsuit alleged 
violations of state wage and hour Jaws involving unpaid over¬ 
time wages and vacation pay and sought an unspecified amount 
it% damages. On January 2000, the Court certified a class of 
approximaiely T,300 current and former restaurant general 
nrianaqers. The Court amended the class on June 1, 2000 to 
iixFude approximately 1 SO additional current and former restau¬ 
rant gerteral managers. On May Z, 2001, the parties reached an 
agreement to settle this matter and entered mto a stipulation 
of discontinuance of the case. The Court granted preliminary 
approval of the settlement on September 27, 2001. and final 
approval of the settlemem on December 20, 2001, As no objec¬ 
tions {Q the settlement •.vere made, the Court's order approving 
the settlennent and dismissing with prejudice all claims final 
and non-appealable. h.ave provided for the costs of this set¬ 
tlement as unusual merris. 

On October 2, 1996, a class action lawsuit against Taco Bell 
Corp,, entitled et ai. v. Toco Be// Cofp., was filed ir> the 

Supenor Court of the Sfate of California of the County of Santa 
Clara. The lawsuit wa^ filed by two former restaurant general 
managers and two former assistant restaurant general managers 
purporting to represent all current and former Taco BeK restau¬ 
rant general rnanagers and assistant restaurant general 
managers in California The lawsuit alleged violations of 
California wage and hour laws invofvzng unpajd avertiTrre wages 
and vio/atrons of fhe State Labor Code's record-keepmq require¬ 
ments. The compFamt also included an unfair business practices 
claim, plaintiffs claimed individual damages ranging from $10,000 
to $100,000 each. On September 17. 1998. the court certified 
a class of approximately 3,000 current and former assistant 


restaurant general managers and restaurant general managers. 
Taco BelF petitioned t l ie appellate court to review the tn^F court's 
certification order. The petition was denied on December 31, 
1993. Taco BeJi then filed a petition far review w\th the 
California Supreme Court, and the petition was subsequently 
denied, Cla^s notices were mailed on August 31, 1999 to over 
3,400 class members. Trial began on January 29, 2001. Before 
conclusion of the trial the parties reached an agreement to set¬ 
tle this matter, and entered into a strputation of discontinuance 
of the case. This settlement agreement was approved by the 
court on September 21, 2001. We have provided for the costs 
of this settlement as unusual items. 

On January 16, 1998, a lawsuit against Taco Bell Corp,, entitled 
Wrench LLC. Joseph .S.bfeJds dnd Tl’ja.mos Brnks v. Toou Be/f Corp 
('WrefKh") Vi/as filed in the United States District Court for the 
Western District of Michigan. The lawsuit alleges that Taco Bell 
Corp. misappropriated certain ideas and concepts used in its 
advertising featuring a Chihuahua. PFainliffs seek to recover 
damages under several theories, incFudmq breach of irnplied-m- 
facl contract, idea misappropriation, conversion and unfair 
competition. On June tO, 1999, the District Court granted sum¬ 
mary judgrt^enf in Favor of Taco Sell Corp. Plaintiffs fiFed an 
appeal with the U.S. Court of Appeals for the Sixth Circuit rthe 
''Court of Appeals"), ai^d oral arguments were hefd on 
September 20. 2000. On July 6, 2001, the Court of Appeals 
reversed the District Court's judgment m favor ol Taco Beil Corp 
and remanded the case to the District Court. Taco Beil Corp. 
unsuccessfully petitioned the Court of Appeals for rehearing en 
banc, and its petition for writ of certiorari to the United States 
Supreme Court was denied on January 21, 2002. The case has 
now officially been returned to tFte District Court, where the 
■A/rench plaintiffs w4l be allowed to bring tlieir cfaims to trial. 

We believe that the Wrench plaintiffs' claims are w'ithoul 
rnerrt and are vigorously defending the case. However, in view 
of the mheTenl uncertainties of litigation, the outcome of the 
case cannoi be predicted at this time Likewise, the amount of 
any potential toss cannot be r^easonably estimated. 

C&F Packing Co., he. v Pizza Hi/r. /rre, This action was origi¬ 
nally fifed in 1993 by CSF Packing Co., Inc., a Chicago meat 
packing company ("CgcF""), in the United States District Court 
for the Northern Distria of Illinois. This lawsuit alleges that Pizza 
Hut .rnisappropriated various trade secrets relating to CaF's 
alleged process for manufacturing a precooked Italian sausage 
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pisza xoppifiq CWs trade- secret dainns against Pizza Hui were 
onqinally dismissed by tPie trial court on statute of limitations 
qroynds. That ruling was iater overturned by the U.5. Court d 
Appeals for rhe Federal Cvcuit in August ZOOO and the case was 
remanded to the trial coun for furrher proceedings. On remand, 
Pizza Hut moved for summary judgmerit on its statute of limr 
tations detense. That motion was denied in January 2001 Thi;. 
lawsuit was scheduled for trial in late Janriary 2002 FTior to trial 
the parties entered into a written settlement dgreement pur¬ 
suant to which CSiF agreed to dismiss the case in exchange for 
a lump sum payment from Pizza Hut This payment ha$ been 
made and the case was dismissed with preiudice effective 
February 6, 2002. We have provided for the costs of This settle¬ 
ment as unuSLidS items in 2001. 

t* Pej&jiCfl* tnc. After 

in connection with the Spir^-off, we entered into separation, 
and other related agreements (the "Separation Agreements"), 
governing the Spin-off transaction and our subsequent rela¬ 
tionship with PepsiC-o. These agreements pro-vide certain 
indemnities to PspsiCo 

The Separation Agreements provided for, among other 
things, ouf assumption of rail liabitities relating to the restaurant 
businesses, including CaSifoinia Pizza Kitchen. Chevys Mexican 
Restaurant. D'AngeSo's Sandwich Shops, East Side Mario's and 
Hot 'n Now (cotteeiively the "'l^on-core Businesses"), and our 
indemnification of PepsiCo with respect to these liabilities, We 
have included our best estimates of these (iabiiities in the accom- 
panying Consolidated Financial Statements 

fn addition, we have indemnified PepsiCo for any costs or 
tosses It incurs with respect to ail letters of credit, guarantees 
and contmgent liabilities relating to our businesses under which 
PepsiCo remains liable. As of December 29, 200 V PepsiCo 
remains liable for appmimately J9A million on a nominal basis 


related to these contingencies This obliqation ends at the time 
PepsiCo is reSeased, terminated or replaced by a qualified letter 
of credit. We have not been required to rTiake any payments 
under this indemnity. 

Under the Separation Agreements, PepsiCo maintains full 
control and absolute discretion with regard to any combined or 
consolidated tax filings for periods through October 6, 1997. 
PepsiCo also mamtair^s full control and absolute discretion 
regarding any common tax audit issues. Although PepsiCo has 
contractually agreed to, in good faith, use its best efforts to set¬ 
tle all joint iritefests in any common audit issue on a basis 
consistent with prior practice, there can be no assurance that 
determinations rriade by PepsiCo would be the same as we 
would reach, acting on our own behalf. Through December 29, 
2001, there have not been any determinations made by PepsiCo 
where we would have readied a different deterrnination. 

We also agreed to certain restrictions on otir actions to help 
ensure that the Spin-off maintained it^ tax-free status. These 
restrictions, which were generally applicable to the two-year 
period follo^ving October 6, 1997, included among other thmqrs, 
limitations on any liquidation, merger or consolidation with 
another company, certain issuances and redemptions of our 
Common Stock, our grantmq of stock oplions and our sale, 
refranchising, distribution or other disposition of assets. If we 
failed to abide by these restnctrans of to obtain waivers from 
PepsiCo and, as a result, the Spin-otf fails to qualify as a tax-free 
reorgan I zalion, we may be obligated to indemnity PepsiCo for 
any resulting tax liability', which could be substantial. No payments 
under these indemnities have been required or are expected to 
be required. Additionally, PepsiCo is entitled to the federal 
income tax benefits related to the exercise after the Spin-off of 
vested PepsiCo options held by our employees. We expense the 
payroll taxes related to the exercise of these options as incurred 
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B91 

Nei mcome 

83 

116 

124 

164 

492 

Uilutf rl earriinqs per oornmon share 

CI.5& 

0.76 

0.31 

1.0S 

3.24 

Operating profit attributable to: 
fdCiJity actions net loss (gain} 

2 

(18J 

m 

26 

1 

Unusual items (income) estpenw 

2 

(4) 

— 


(3} 

?[JOO 

Firsi 

Ouaner 

Second 

Quarter 

Third 

Quarter 

Fourth 

Quarter 

Total 

Revenue^ 

CoFTipany sate 

i 1,425 

11.460 

i 1,Jl7a 

l 1,930 

$ 6,305 

Fronchise and license fe^s 

172 

176 

13S 

252 

7&9 

Total revertues 

1,597 

3,656 

t,65S 

2,te2 

7.693 

Total costs and expertsesw net 

1.355 

t.436 

1,526 

1,916 

6,253 

Operatirvg profit 

242 

220 

3 32 

266 

860 

NJet dixome 

12D 

306 

59 

128 

433 

Diluted earnings per torrirron share 

o.m 

0,71 

0 40 

0.36 

2.77 

Operating profit a:[Trit]'utabie to, 

Facilny actsons net (i^in) 

<4 7) 

(66> 

f3) 

m] 

(176;' 

Unusual Items esipense 

4 

72 

92 

36 

.7I>1 


See Note S for details of tdeiiity actions net loss (g^in) and unusual items (income) expense. 
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Managemenfs Responsibility 
for Financial Stafements 

TO OUR 5HAREHOLD£ftS; 

We 6re lesponsible for the prepardtion. integrity and fair pres¬ 
entation of the Consolidated Financial Statements, related notes 
and other informatiDn included m this annual report. The fir^an- 
ciai statements were prepared m accordance with accounting 
principles generally accepted in the Lfmted States of America 
and mclucie certain amounts based upon our estimates and 
assumptions, as required. Other tinancial information presented 
m the annual report is derived from the financial staiements. 

Wt maintain a system of internal control over financial 
reporting, designed to provide reasonable assurance as to the 
reliability of the financial statements, as well, as to safeguard 
assets from undUthQri;!ed use or di 5 positior>, The system is sup¬ 
ported by formal policies and procedures, including an activti 
Code of Conduct program intended to ensure employees 
adhere to the highest standards of personal ar>cli professional 
integrity. Our mternal audd function monitors and reports o^^ 
the adequacy of and compliance with the internal control sys¬ 
tem, and appropriate actior^s are taken to address significant 
control deficiencies and other opportunities tor improving the 
system as they are identified, 

The Consolidated Financial Statements have been audited 
and reported on by our independent auditors, KPMG LLP. who 
were given free access to all financial records and related data, 
including minutes of the meetings of the Board of Directors 
and Committees of the Board. We believe that management 
representations made to the independent auditors were valid 
and appropriate. 

The Audit Committee of the Board of Directors, which is 
composed solely of outssde difeaors, provides oversight to our 
tmanciai reporting process and our controls to safeguard assets 
through penodic meetings with our independent auditors, inter¬ 
nal auditors ar^d management. Both our independent auditors 
ar^d internal auditors have free access to the Audit Committee 

Although no cost-effeaive internal control system will pre¬ 
clude all errors and irregularities, we beiieve our corMrols as of 
December 29. 2001 provide reasonable assurance that our 
assets are reasonably safeguarded. 



Report of Independent 
Auditors 

THE BOARD OF DIRECTORS 
TRICON GLOBAL RESTAURANTS. INC.t 

We have audited the accompanying consohdated balance sheets 
of TRICON Global Restaurants, Inc and Subsidiaries ['"TRICON"') 
as of December 29. 2D01 and December 90, 2000, and the 
related consolidated statements ol income, ca$h flows and 
shareholders' equiiy (aeficit) and comprehensive income for 
each of the years in the three-year period ended Deceitiber 29, 
2001. These consolidated financial statements are the respon- 
si.bility of TRiCON’s management. Our responsibility is to express 
an opinion on these consolidated financial siaternents based on 
our audits. 

We conducted our audits m accordance with auditing stan- 
dards generally accepted m fhe United States of Amenca. Those 
standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements 
are tree of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures 
m the finar^cial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by 
management as well as evaluating the overall financial state¬ 
ment presentation. We believe that our audits provide a 
reasonable basis for our opinion. 

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, the 
financial position of TRICON as of December 29, 2001 and 
December 30,2000, and the results of its operations and its 
cash flows for each of the ye^rs in the three-year period ended 
December 29, 2001, m conformity with accounting principles 
generally accepted in the United States of America. 

kT’MCx ll'p 

KPMG LLP 
Louisville. Kentucky 

Tebruaty 7, 2002, except as to Note 12 

which IS as of February 22, 2002 


Selected Financial Data 


Fi 5C(J| Year 


eA’CefH firr short; lllllj -."If LL'TMuntS^ 

1001 

2t>0Q 

1909 

1998 

1997 

Summary of Opera Moos 

Syslem smiles'"' 

US. 

S 14,596 

S 14,514 

S14,S16 

114,013 

$13,502 

IrUern^nondl 

7J32 

7,645 

2,246 

6,607 

6.963 

Total 

22,328 

22JS9 

21.762 

20.620 

20,465 

Ri^venues 

Company s^les^'" 

6.138 

6.305 

7,099 

7,852 

9.112 

FrancFiise and Ficense feei 

ais 

7SS 

723 

627 

578 

Total 

§;9S3 

7.093 

7.S22 

3.479 

9.690 

FaciliiY actions net (loss) qairr^' 

(1) 

176 

381 

27S 

(247) 

UnusUiTl items if^come {typens 0 y^'^"* 

J 

(204) 

(51) 

(15) 

(1S4J 

Operating profit 

691 

S60 

1.240 

1.028 

241 

Interest expense, net 

isa 

176 

202 

272 

276 

Income (loss) before inconie ta?tes 

733 

684 

1.038 

756 

os') 

Met income (loss) 

492 

4!3 

627 

445 

(111) 

6asrc earnings per common share'"-' 

3.3S 

2.B1 

4 09 

2.92 

W/A 

Diluted earnings per common share'*' 

3.24 

2.77 

3.92 

Z.B4 

M/A 

Cash Flow Oafa 

provided by operating activities 

S 832 

% 491 

% 5S5 

3 674 

S S10 

Capital spending, excluding acquisitions 

€36 

572 

470 

460 

541 

Proceeds from refranchismg o? restaurants 

111 

381 

91S 

784 

770 

Ba l ain CO Shoet 

Total assets 

$ 4,388 

J 4,149 

i 3,961 

% 4.531 

S 5.114 

Opeidlinq working capital deficit"' 

(J07) 

(634) 

(832) 

(960) 

(1.073) 

long-term debt 

1,552 

2,397 

2.391 

3,436 

4,551 

Total debt 

2,248 

2,482 

2, BOS 

3,532 

4.67S 

Other Dfita 

Number of stores at year 

Company 

6.435 

6,123 

6.981 

a, 397 

10.117 

Unconsolicfaied Affiliates 

2.000 

1,844 

1.I7& 

1.120 

1,090 

Franchisees 

19,263 

19,287 

13.414 

16.650 

1S.097 

Licensees 

2.791 

3.163 

3.409 

3.596 

3.40e 

System 

30,489 

30,417 

29.982 

29,763 

29.712’ 

US. Company same store sales growth'' 

KFC 

3% 

(3)% 

2% 

3% 

2^ 

Pizza Hut 

— 

t% 

9% 

6% 

(1)^ 

Taco BefI 


(5)% 

— 

3% 

2^ 

Blended 

1% 

(2)% 

A% 

4% 


Shares outstanding at year end fm .■/irfi'iOTij 

146 

147 

151 

1S3 

152 

Market price peT share at v^«3rend 

S 49 2 4 

S 33,00 

5 37 94 

S 47.63 

$ 28.31 


WA ^k.l^ AppliCrflilif 


THiCOM Glpbal flcsitS'iiJdiiH, jnd Sj6s(di(ii4« i ' TRiCDM" > sn ir^epender-l, pobkly ownsd camfwnyon October 6^ 1997 through ific ipin-oFf oF the r«ti}urdnl oper- 

riitoni Lif iti FfiiMiiN pflnerit, Pepsicla, Inc rPepsiCo")^ lo iii sharefxxV^ciTi The 19^7 consdlidatfid Finitficifll ciat^ti'^ai preiMr^J as li ffte had F^fipn an irrdeptndent, publidy qwti^ 
ccfTipany iix that pen&J To Faci'-tate ihis prestritcttion. PepsiCo made certain allocat^cms of w. previoLiily unallfj^^^tcd interos^ arid i^erier^l ard admiri>stratri.'B expeo^e^ M vwell as 
iiru forrTia conrifXiH to Ihe ejHent fidssihle, oF iet^arade incnnne raw pnofvmDnt i-Qf iif. rtnaufant se^eni fhcal v^rs SOOl. 19^. ^nd L997 inckidf 52 -A^eks. Fisfal 
vear jOCK] ircJliides &3 -nvseks Tt>e wlecled finanicuii -iala shoulcF be read in cry^ncDcm with the-COTiffolidated frtta'ncial Statements and the NoteE. EhMEto. 

^.1^ Es:^:ludef. Wtiii-o:'>r* Businesses, which were d^pissf^il o1 in I'SS? Siec Note 22 to rht? Gtinsokiiljed Financial SlaEemefti^ 


tU) Di?tVninn CiCiiTipaiYy Siller .jre largeV the result lur refranchisinq initiatives 

iO in Lite lovifih quarter of 19tJ7. ^ r^rcorded j t530 million charijp oF whicti $4r0 milion was rectif^lW! in taciiity ^tions net dassi^nd il20 m^Hioo vvdS niKCfdted in unu&uffl 
itemi, The tbarqe mclpcji!^ taj oosls d rlnsing stores, (hh reductions lo Fair marktit value, Fesi cost lo sell, of Ihe cj^ryinq atnoynts o) certain reilaurants lhal we imended to 
I use, {Cl .fnp^mmenls oi ceaajn rpslauranls imended to be i/sk) in the business: (d) impairments of certa-n uiKOnsclida led affthases to be retaineti and {el cosls of jdaiefi 
pftrstTinel reductionSi in 1999. fs- recDideO favorable acliustnientioF 113 mdon m Facility actibrn net qjn and J1 E milfon m unuS^I rterrs .'elated t(i our 1997 fourth quarter 
charge. I'i 199^, feerrded faMCrfail>k' adjuMSTienrs of million in facility actonf* npi qam and SI 1 nnillion in unusual items refated lo our 1997fourth q-jart&r charoe 

Note 5 lo Ihe CcmKilidated Financial Siatements For a dtscnplan of uiLEual Hems income leKpens*.! m ?0CH , 20QO and 1999 1997 included S54 rrtlllon related tn the 
disposal oF TTi^ Wnri-i-Dw Eubinessei 


(e.! data has been Qrirurrh<l lor 199^7 as oi# capunfl strucrurr? a-r ind?Jt;>endEnC. publicly owned company did not e>as.t 


iti tjiperarini] 'iVijikiTiiq capital defjcii is currenr assets eiKilLiriinq cash and rash rquiualentsand short-tefm invEStmeni'3, iesscuneni liatiilitiei'fr^Cluding siioa-tirrm borrowings. 
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Board of Directors 


Executive Officers 


D^vid C. Novak 

Chairman^ Chief Executive Officer and President, Tneon 

Andrall E. Pearson 
Founding Chairman. Tricon 

D. Ronald Daniel 71 
Treasurer, Harvard University. 

Former Managing Panner, McKmsev ^nd Company 

Jame s D im on 

Chairman and Chief E^^ecutlve Officer* Bank One Corporaticin 
Massimo Ferragamo a* 

President and Vice Chairman. Ferraqamo USA. Inc., 
a subsidiary of Salvatore Ferragamg Itaka 

Robert Holland, Jr, 61 

Former owner and Chief Executive Officer, Workplace 
Integrators, Michigan'^ largest Steelcase office furniture dealer 

Sidney Kohl 7i 

Forimer Chainnari, Kohl's Supermarkets^ 

Founder, Kohl's Department Stores 

Kenneth Langone ae 

Founder. Chiiirman of the Board and Chief Executive Officer. 
Invemed Associates, LLC, an investment bankina firm, 

Founder, Home Depot, Inc, 

Jackie Trujillo eg 

Chairman of the Board. Harman Management Corporation 
Robert i. UIrkh se 

Chairman and Chief Executive Officer, Target Corporation 
and Target Stores 

Jeanette S. Wagner ii 

Vice Chairman, Estee Laurfnr Companies, Inc 

John L Weinberg 77 

Director. Goldman Sachs Group, Inc. 


David C. Novak 4^ 

Cfiairman,. Chief Executive Officer and President, Tricon 
Chery! Bachelder 45 

President and Chief Concept Officer, fCFC. USA 
Peter A. Bassi S2 

Pre^ider^t. Tricon Restaurants International 

Jonathan D. Blum ab 

Sen IDT Vice President^ Public Affairs, Tricon 

Emil J. Brolkk S4 

President and Chief Concept Officer, Taco Bell, U S.A 
Chnstian Campbell si 

Senior Vice President, General Counsel a net Secretary. Tricon 

Mark S, Cosby 43 

Chief Operating Officer, KFC. U.S A 

David J, Denp *4 

Chief Financial Officer, Tricon 

Peter R, Hearl sfl 
Chief People Officer, Tricon 

E.xecutive Vice President, Tricon Restaurants Internationat 

Ay I win B. Lewis 47 

Chief Operating Officer. Tricon 

Michael A. Miles 

Chief Operating Officer, Pizza Hut. U.S,A. 

RobHert T. Nilsen 42 

Chief Operating Officer, Taco Belt, U S.A, 

Denise L Ramos 

Senior Vice President, Treasurer. Tricon 

Charles E. Rawley si 

Chief Development Officer, Tricon 

Michael S, Rawlings 47 

President and Chief Concept Officer. Pizza Hut, U.S.A. 

Brent A. Woodford 29 

Vice Fresiderit and Controller. Tneon 
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Shareholder Information 


Shareholder Services 


Annual Meeting The Annual Meeting of Sharehoiders w^ll be 
at T neon's head Quarters, Louisville, KY at 9.00 a.m. (EDT), 
Thursday, May 16, 20Q2 Proxies foa* the meeting will be solicited 
by an independent proxy solictor. This Annual Report is not part 
of the proxy soficitalion. 

INQUmiES REGAROING YOUIt STOCK HOLDINGS 
Registered Shareholders (shares held by you in your name) 
should address communications concerning statements, divi¬ 
dend payments, address-changes, lost certificates and other 
administrative rmatters to: 

Tficon Gbbal ResTsurants, Inc. 
fJo fgutStrv^. L P 
P.O. eax 43016 
Providence, Rl 02940-30IS 
Tetephane: <fiSSM39-49S6 
^r/wvu.eguiierv? .corn 
or 

Sh-flnehoWer Analyst 
Tncon Global ftestdurani 5 , Ifk, 

1441 Gardinef Lane, Louisville, KV 40213 
Telephone: Zyurnyuni 

em^il iricor^ inve5tor'&tricon-yiim .com 
inTernef vwvw.tricortglDbdl.com 

In all correspoTidence Or lelephar^ inquires, please mention Tncon. 
your name as printed on your statement or stock certificate, yogr 
social security number, your address and telephone number. 

Beneficial Shareholders (shares held in the name of your bank 
or broker) should direct communicatior^s on all admiTiistrative 
matters to your stockbroker. 

Tricon VUMSUCKS and SharePqwer Participants (employ¬ 
ees with YIJMBUCKS options or SharePower options) should 
address all questions regarding your account, outstanding 
options or shares recesved through option e.xercises to; 

tvlerfill Lyni^h/SKiirePaiiVer 
Siocfc Opiion Plan Services 
P O. 30446 
Nex- SruTiswick, NJ 

T&lephone: (SCO) 637-2432 (U.S., Puerto Rfco anU Canada) 

(732) 560-9444 (all oiiier ki^aiior^s? 

In all correspondencer please provide your account number 
(for U.S citizens, this is your social security number), your 
address, your telephone number and mentior^ either Tticcin 
YUMBUCKS CH* SharePower For telephone inquiries, please have 
a copy of your most recent statement available. 

Employee Benefit Plan Participants 

Direct Stock Purclia«^ 

Tricon 401 (k> flan 
Tricon Savings Center 
PO. Bo>( t3B9 
Boston, MA Q2104-13S9 

Please have a copy of your most recent statement avarlable 
when calling. Press *0 for a customer service representative and 
give the representative the name of the Plarr. 


Direct Stock Purchase Plan A brochure explaining thss 
convenient plan is available from our transfer agent: 

EquiServe, L P. 

PO. Box. 43016 
Providence, RJ D254D-3016 
(BtiS) 439-49S6 
WWW equ iserve com 

Low-Cost Investment Plan Investors may purchase their mi- 
tial share of stock through NAIC's Low-Cost Investment Plan. 
For details contact: 

National AssocidCiOft of invie^tors Corporation (NAiC> 

7t 1 Wk[ Thin^?pn Milp Road 
Madion Heighti. Ml 4SP71 
(377} ASK-NASC (275-6242) 
beTter-inw5Ting org 

Financial and Other Information Earnings and other (man- 
cidi resutis, corporate news and company information are now 
available on Tricon 's Web site' ^vww.triconglobal.com 

Copies of Tficon's SEC Form S-K, 10-K and 10-Q reports and 
quarterly earnings releases are available free of charge. Contact 
Tficon's Shareholder Relations at (888) 2VUMYUM or email 
tncon . i nvestor® tn co n -yu m . com 

Securities analysts, portfolio managers, representatives of finan¬ 
cial institutions and other mciividuals with questions regarding 
Tricon's performance are invited to contact 

I.m >erzvt 

Vic^ President, Investor Relations 
Tricon Global Restfluf^nts. Inc. 

1441 Gardine^ Lane 
LouiSviHe, KY 4D2 13 
Tefeptionp: (5D2) 374-2543 

Independent Auditors 

KPMG UP 

400 Wes? rvtdrket Street Suite 2600 
Lauiaville, KV 40Z02 
Telephone: (502} 5S7-0535 

CAPfTAL STOCK INFORMATION 
Stock Tradirtg Symbol - YUM 

The New York Stock Exchange is the principal market for Tricon 
Common Stock. 

Shareholders At year-end 2001, there were approyimatefy 
127,000 shareholder^ of record. 

Dividend Policy Tricon does not currently pay dividends, nor 
does It anticipate doing so in the near future. 

Tneon’s Aiinual tonEdin^ mfirry nf ihe valuable Ua-bemjrka ewnpa 

ijnd used by Tncan amj subsidiaries and affiliates in the Unrted Slates and 
1 nterniJiiDrulFy 

Pnnt-ed t>n rKyded paper 


(SBB) 439-3936- 
{333) 37 5^4015 
(617) 347-1013 
(ouNdfi U S) 
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Dfsiqii: Sequel Sliidio, New YDfk 



H u rtg ry for m or« 1 nform atl on ? Contact; tvwta triconglohaL com 
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